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Not-for-Profit Entities Industry Developments—2015

Notice to Readers
This Audit Risk Alert (alert) replaces Not-for-Profit Entities Industry
Developments—2014.
This alert is intended to provide auditors of financial statements of not-forprofit entities with an overview of recent economic, industry, technical, regulatory, and professional developments that may affect the audits and other
engagements they perform. This alert also can be used by an entity's internal
management to address areas of audit concern.
This publication is an other auditing publication, as defined in AU-C section
200, Overall Objectives of the Independent Auditor and the Conduct of an Audit
in Accordance With Generally Accepted Auditing Standards (AICPA, Professional Standards). Other auditing publications have no authoritative status;
however, they may help the auditor understand and apply generally accepted
auditing standards.
In applying the auditing guidance included in an other auditing publication,
the auditor should, using professional judgment, assess the relevance and appropriateness of such guidance to the circumstances of the audit. The auditing
guidance in this document has been reviewed by the AICPA Audit and Attest
Standards staff and published by the AICPA and is presumed to be appropriate. This document has not been approved, disapproved, or otherwise acted on
by a senior technical committee of the AICPA.
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The AICPA also gratefully acknowledges those members of the Auditing Standards Board, the AICPA Technical Issues Committee, and the AICPA Not-forProfit Expert Panel, who helped identify the interest areas for inclusion in this
alert.

Feedback
The Audit Risk Alert Not-for-Profit Entities Industry Developments is published
annually. As you encounter audit or industry issues that you believe warrant
discussion in next year's alert, please feel free to share them with us. Any other
comments you have about the alert also would be appreciated. You may email
these comments to A&APublications@aicpa.org.
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Not-for-Profit Entities Industry Developments—2015

How This Alert Helps You
.01 This Audit Risk Alert (alert) helps you plan and perform your audits of
not-for-profit entities (NFPs) and also can be used by an entity's internal management to identify issues significant to the industry. It also provides information to assist you in achieving a more robust understanding of the business,
economic, and regulatory environments in which NFPs operate. This alert is an
important tool to help you identify the significant risks that may result in the
material misstatement of financial statements and delivers information about
emerging practice issues and current accounting, auditing, and regulatory developments. For developing issues that may have a significant impact on NFPs
in the near future, the "On the Horizon" section provides information on these
topics, including guidance that either has been issued but is not yet effective
or is in a development stage. You should refer to the full text of accounting and
auditing pronouncements, as well as the full text of any rules or publications
that are discussed in this alert. Additionally, AICPA Audit Risk Alert General
Accounting and Auditing Developments—2014/15 explains important issues
that affect all entities in all industries in the current economic climate. Refer
to the "Publications" section of this alert for product numbers and additional information about the General Accounting and Auditing Developments—2014/15
alert.
.02 It is essential that the auditor understand the meaning of audit risk
and the interaction of audit risk with the objective of obtaining sufficient appropriate audit evidence. Auditors obtain audit evidence to draw reasonable
conclusions on which to base their opinion by performing the following:

r
r

Risk assessment procedures
Further audit procedures that comprise
— tests of controls, when required by generally accepted auditing standards (GAAS) or when the auditor has chosen
to do so
— substantive procedures that include tests of details and
substantive analytical procedures

.03 The auditor should develop an audit plan that includes, among other
things, the nature and extent of planned risk assessment procedures, as determined under AU-C section 315, Understanding the Entity and Its Environment
and Assessing the Risks of Material Misstatement (AICPA, Professional Standards). AU-C section 315 defines risk assessment procedures as the audit procedures performed to obtain an understanding of the entity and its environment,
including the entity's internal control, to identify and assess the risks of material misstatement, whether due to fraud or error, at the financial statement
and relevant assertion levels. As part of obtaining the required understanding
of the entity and its environment, paragraph .12 of AU-C section 315 states that
the auditor should obtain an understanding of the industry, regulatory, and
other external factors, including the applicable financial reporting framework,
relevant to the entity. This alert assists the auditor with this aspect of the
risk assessment procedures and further expands the auditor's understanding
of other important considerations relevant to the audit.

©2015, AICPA
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Economic and Industry Developments
The Current Economy
.04 When planning and performing audit engagements, an auditor should
understand both the general and specific economic conditions facing the industry in which the client operates. Economic activities relating to factors such
as interest rates, availability of credit, consumer confidence, overall economic
expansion or contraction, inflation, real estate values, and labor market conditions are likely to have an effect on an entity's business and, therefore, its
financial statements.

Key General Economic Indicators
.05 The following key economic indicators illustrate the state of the U.S.
economy during 2014 as we entered into 2015.
.06 The gross domestic product (GDP) measures output of goods and services by labor and property within the United States. It increases as the economy grows or decreases as the economy slows. According to the Bureau of
Economic Analysis, real GDP increased at an annual rate of 2.2 percent in the
fourth quarter of 2014 (second estimate), compared to an increase of 5.0 percent
in the third quarter of 2014, resulting in an estimated overall increase in GDP
of 2.4 percent for 2014, compared with an increase of 2.2 percent in 2013. From
December 2013 to December 2014, the unemployment rate declined from 6.7
percent to 5.6 percent. The annual average rate of unemployment increased
from 4.6 percent in 2007 to 9.3 percent in 2009 and stands at 6.2 percent
for 2014. An unemployment rate of 6.2 percent represents approximately 9.6
million people.
.07 After a few years of slow, but nevertheless positive growth, the U.S.
economy is in recovery; however, there has been a softening in the global
economy which could continue to affect the U.S. in 2015. The year 2014 was
marked by strong job growth, bad weather, lackluster wage growth, a decline
in long-term interest rates, and a staggering drop in the price of crude oil. The
result of these and other factors, such as a plateau in the housing market, is
that the economy as a whole has remained largely flat, as positive and negative
factors offset each other.
.08 The lack of a clear direction by Congress, despite the Republican
victories in the mid-term elections, is causing uncertainty in financial markets,
banks, corporations, and government agencies. As a result, support from these
sources—such as loans, donations, and grants—may be reduced or eliminated
for a longer period of time until the federal budget and taxation issues are
resolved.
.09 The Federal Reserve decreased the target for the federal funds rate
more than 5.0 percentage points from its high of 5.25 percent prior to the
financial crisis, to less than 0.25 percent, where it remained through December
2014. The Federal Reserve described the economic recovery in its December
17, 2014 press release as follows:

r
r

ARA-NPO .04

Household spending and business fixed investment have continued to advance at a moderate pace.
Economic activity and employment have continued to expand at
a moderate pace.
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The housing sector has been slow to show signs of improvement.
The inflation rate remains lower than expected.

.10 The Federal Reserve also noted in the press release that "to support
continued progress toward maximum employment and price stability, the Committee today reaffirmed its view that the current 0 percent to .25 percent target
range for the federal funds rate remains appropriate. In determining how long
to maintain this target range, the Committee will assess progress—both realized and expected—toward its objectives of maximum employment and 2
percent inflation." It is predicted that the federal funds rate will be increased
in mid-2015 as economic conditions continue to improve.

The State of NFPs
.11 The NFP sector continues to play a large role in the world economy.
Currently, more than 1.6 million NFPs are registered with the IRS. Contributions to these entities in 2013 exceeded $335 billion, whereas total revenues in
the sector exceeded $2 trillion, and assets topped $5 trillion. According to U.S.
Department of Labor statistics, 25.4 percent of the U.S. adult population, or 62
million people, did volunteer work for NFPs during 2013, putting in a total of
more than 8 billion hours.
.12 Contributions to NFPs and demand for the services they provide are
increasing. Although the overall economic situation has been improving recently, contributions and government funding have not yet returned to prerecessionary levels. Of particular concern are (a) the lack of availability of
affordable lines of credit; (b) the increased competition for a smaller pool of
contributions; (c) the need to maintain effective internal controls with a reduced staff; and (d) the increase in the number of delayed or uncollectible
promises to give grants and accounts receivable. In addition to public charities
and private foundations, other types of NFPs such as chambers of commerce,
fraternal organizations, and civic leagues look to maintain relevance and redefine their business models in the face of changing markets and increasing
membership expectations.

Governance and Accountability
.13 In recent years, the accelerating pace of social and technological
change, the complexity of a digitized and globalized business environment,
and the evolving regulatory demands have intensified the need for not-forprofit boards and management to focus more on fundamental questions about
risk, such as the following:

r
r
r
r

What are our risks?
How do we know?
What are we doing about them?
How can we take advantage of the risks to enhance our performance?

.14 These questions have driven most organizations' enterprise risk management (ERM) initiatives, which have been prevalent, albeit in cycles, since
the early 1990s in corporate America and more recently in the exempt world.
.15 The experience with these efforts has been mixed. In some cases, ERM
has consisted of identifying a list of risks, prioritizing those risks, and developing loose plans to mitigate them. Too frequently, the reaction to this process

©2015, AICPA
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from managers and executives has been frustration, bordering on exasperation.
Although they understand that the risk assessment identifies the uncertainties and dangers the organization faces, they often believe that the risks had
already been known and adequately addressed by mitigation, transfer, or acceptance.
.16 Why does this matter? By nurturing an organizational culture that
embraces all employees' collective responsibility for risk management, a smart
and tailored ERM program can result in a resilient organization that is shielded
from many of the negative consequences of unexpected events. In addition, the
organization can reap the benefits of its leadership's ability to make strategic
choices—decisions that intentionally involve taking risks.
.17 Taking an ERM program beyond risk identification and assessment to
the next level means using ERM processes, methodology, and intellectual capital throughout the organization in tandem with tailored change-management
practices. In this way, an effective and efficient ERM program can drive a real
strategic competitive advantage for the organization.

Understanding ERM
.18 Following is one commonly accepted ERM definition, based on the
work of the Committee of Sponsoring Organizations of the Treadway Commission (COSO):
Enterprise risk management is a process, effected by an entity's board
of directors, management and other personnel, applied in strategy setting and across the enterprise, designed to identify potential events
that may affect the entity, and manage risk to be within its risk appetite, to provide reasonable assurance regarding the achievement of
entity objectives.
.19 ERM, therefore, is an important strategic element of an organization's
governance framework, for which the CEO and board are responsible.
.20 The foundational elements of ERM are as follows:

r

r
r
r

Leadership's comprehensive understanding of risk and a repeatable process to
—

establish acceptable levels of strategic risk for the organization and articulate a risk appetite based on them

—

identify, analyze, and prioritize the critical risks to
achieving business objectives

—

communicate the guidance necessary to enable management to address risks that fall within the risk-appetite
parameters

An ERM governance structure that aligns responsibility for oversight of ERM design with responsibility for escalation
Information systems that support decisions, monitoring, transparency, and effective communication
Recognition of the influence of the organization's culture on its
risk profile

.21 In practice, organizations that have undertaken ERM programs generally have taken the initial steps successfully—identifying and prioritizing

ARA-NPO .16
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risks and providing high-level reports from the top executives to the board of
directors. It is not unusual, however, for the effort to then falter because of a
lack of common approaches to capturing the substantial strategic and operational advantages that an ERM program can provide.
.22 To manage risk and protect their brand values, several NFPs have
started the ERM journey to change their cultures and drive decision-making
through a risk lens.

Measuring the Effectiveness of NFPs
.23 The growing demand from charity rating agencies, donors, and government regulatory agencies is for NFPs to provide impact, or performance,
reporting. As a result, NFPs are looking at new ways to present results. One
rating agency is working to evaluate results reporting for over 5,000 of the
largest charities in the next two years. As this agency begins reporting on the
results of NFPs evaluated to date, the NFPs leading the way are using various
methods to show impact. The reporting trends of leading-edge NFPs include
the following:

r
r
r
r

Fact sheets about how and why an NFP's program is effective,
descriptions of key components of an NFP's program model, and
summary results from evaluations.
External third party studies of an NFP's work, including quantifying results from single or multi-year evaluations.
Visual illustration of an NFP's "Theory of Change," displaying
how an NFP approaches its programmatic work. For example,
an infographic illustrating how an NFP designs, monitors, and
evaluates its programs.
Enhanced impact information included within an NFP's ongoing,
required reporting. Examples of this include presenting an NFP's
program approach description, results of programs, and volunteer impact within an annual report, or within the "Statement of
Program Service Accomplishments" section of IRS Form 990. If
an NFP reports its impact online, it may also include this webpage address within the required reporting to direct readers to
the more detailed, graphical presentation of its results data.

.24 In addition to the increased reporting demand by rating agencies, the
Office of Management and Budget's (OMB) new uniform grant guidance may
require more performance reporting by NFPs. The new regulation requires a
merit review system for grants emphasizing performance over compliance. It
is yet unknown how this will impact NFPs. Early indications from one U.S.
agency suggest that some performance standards will relate to planned versus
actual objectives.
.25 Whether regulated by the government for grant compliance or requested by ratings agencies, the demand for results of performance remains
strong, and NFPs may want to begin developing reporting for their organization that better conveys their financial performance and mission-oriented
results.

NFP Joint Ventures
.26 As government funding has decreased and competition for donor dollars has increased, NFPs have sought to diversify, preserve and increase their

©2015, AICPA

ARA-NPO .26

6

Audit Risk Alert

revenue stream, and achieve mission-related goals many times with for-profit
partners through joint ventures and other alliances. These activities provide
both opportunities and risks.
.27 In the late 1990s, the Cystic Fibrosis Foundation (CFF) invested $150
million with Vertex Pharmaceuticals, Inc. to perform research on drugs to help
those who have cystic fibrosis. In November 2014, CFF announced an estimated
$3.3 billion in expected royalties related to that investment; the result of one
of the most profitable joint ventures in recent history. This announcement
was met with both positive and negative press. Proponents point to increased
patient advocacy by other groups and available financial resources to reinvest
in future projects. Opponents are concerned about potential conflicts of interest
between primary mission and profit motive. A key source of the conflict is the
annual estimated price tag of more than $300,000 for the main drug developed
through the original investment, which funds the royalty payments.
.28 An organization contemplating a joint venture should engage the services of both legal and tax professionals so that the direct impact on the organization is considered. While not as immediately visible, potential risks related
to reputation, mission creep or diversion, major donor reaction and other impacts should be thoughtfully considered. The IRS uses two primary measures
to determine the permissibility of a joint venture:

r
r

Do the activities of the joint venture further the charitable purposes of the not-for-profit entity?
Does the structure minimize the potential for the generation of
private benefit?

.29 Joint ventures can be in the form of corporations, partnerships, and
limited liability companies. Each form has its own cost structure related to
formation and ongoing compliance. When appropriately structured, the notfor-profit entity may be the general partner of a partnership or the managing
member in a limited liability entity. The NFP can also participate as a limited
partner or non-participating member. Certain forms of involvement may create
unrelated business income tax. Additionally, certain forms of active management of the joint venture and the diversion of resources to the joint venture
may expose the organization to the risk of loss of exempt status.
.30 When drafting agreements, some key concepts to consider include

r
r
r
r
r
r
r
r
r
r
r
r
r

ARA-NPO .27

organizational autonomy,
contract term,
agreement focus (administrative or programmatic collaboration),
cost and revenue sharing terms,
profit and loss distribution,
additional funding obligations,
legal claims and liability limitations,
competitive considerations,
staffing,
third-party involvement,
involvement of current or former employees of the NFP,
decision-making hierarchy, and
dispute resolution.
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Donor-Advised Funds
.31 Donor-advised funds have become an increasingly popular philanthropic vehicle over the past few years. In addition, the number and diversity
of NFPs offering them has increased. Along with the increase in these types of
charitable giving vehicles has come an increase in questions about the proper
accounting and reporting of the funds.
.32 A donor-advised fund is a charitable giving vehicle that a donor establishes with a Section 501(c)(3) organization (the recipient organization), such
as a community foundation or university. The donor makes a charitable contribution to the recipient organization and receives an immediate tax deduction
for up to 50 percent of the donor's adjusted gross income (AGI) for gifts of
cash, and up to 30 percent of the donor's AGI for gifts of appreciated securities,
mutual funds, real estate, and other assets.
.33 In order to receive that tax deduction, the donor must grant variance
power over the donated assets to the recipient organization. Variance power
is the unilateral power to redirect the use of the transferred assets to another
beneficiary. In other words, the donor "gives" the assets to the recipient organization which then has unilateral control over their subsequent disbursements.
As the name implies, the donor may advise the recipient organization as to how
he or she would like the funds to be used. The recipient organization, however,
may override the donor's request if it so chooses. It's important to note that
subsequent disbursements must accomplish a charitable purpose and may not
be used to serve the private interest of the donor. For example, a recommendation to make a donation to a qualified charity such as the United Way would
be acceptable; a recommendation to pay for the donor to attend a seminar or
pay down an existing pledge would not.
.34 From an accounting and reporting perspective, the assets should be
classified as unrestricted because the recipient organization has the ability to
use the assets it receives to further its own purpose from the date it accepts
them. Similarly, no liability should be recorded for any amount contributed by
the donor. Auditors may find it appropriate to review activity in these accounts
to ensure that any disbursements have been made to acceptable recipients.

Cyber Security
.35 In July 2014, Goodwill Industries International posted a message
on its website indicating that the company had been contacted by a payment
card industry fraud investigative unit and federal authorities had informed
Goodwill that select U.S. store locations may have been the victims of theft of
payment card numbers.
.36 As technologies advance and NFPs become more sophisticated in using
them, sensitive data that is stored internally or transmitted across networks
becomes more vulnerable. For NFPs and higher education institutions, this
data may be related to the donors, employees, or constituents they serve.
.37 While resources at NFPs may be limited, the costs of dealing with a
breach can be high. A breach can expose the organization to steep fines as well
as litigation and remediation expenses. Aside from the financial impact, the
risk a security breach poses to an organization's name and reputation can be
devastating. If donors and other stakeholders lose confidence and trust in the
organization, the NFP's ability to raise funds and fulfill its mission may be in
jeopardy.
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.38 NFPs should consider putting policies and processes in place to manage data privacy and security. When doing so, the entire IT environment,
including data that does not reside within the organization (mobile and cloudbased), needs to be considered by taking a full infrastructure inventory and
considering regulatory considerations (for example, Payment Card Industry,
HIPAA, and so on). NFPs may also consider evaluating their current insurance coverage to address cyber risks to the organization.

Generally Accepted Privacy Principles
.39 To help organizations design and implement sound privacy practices
and policies, the AICPA and the Canadian Institute of Chartered Accountants developed the generally accepted privacy principles (GAPP). These principles and criteria were developed and updated by volunteers who considered
both current international privacy regulatory requirements and best practices.
These principles and criteria were issued following the due process procedures
of both institutes, which included exposure for public comment. The adoption
of these principles and criteria is voluntary.
.40 GAPP is designed to assist management in creating an effective privacy program that addresses their privacy obligations, risks, and business
opportunities.
.41 The privacy principles and criteria are founded on key concepts from
significant local, national, and international privacy laws, regulations, guidelines, and good business practices. By using GAPP, organizations can proactively address the significant challenges that they face in establishing and
managing their privacy programs and risks from a business perspective. GAPP
also facilitates the management of privacy risk on a multi-jurisdictional basis.
.42 More information is available at www.aicpa.org/InterestAreas/
InformationTechnology/Resources/Privacy/GenerallyAcceptedPrivacy
Principles/Pages/default.aspx.

Socially Responsible Investing
.43 Socially responsible investing (SRI)—also known as sustainable, socially conscious, green, ethical, or values-based investing—is an investment
strategy that continues to get attention by organizations as well as their boards
and supporters. SRI has a goal of aligning corporate ethics with investment
strategies related to the environment, consumer protection, human rights, and
other social stewardship concerns.
.44 There are conflicting media reports on the comparison of investment
returns from SRI-based funds and active and index funds. Some claim that
the additional monitoring and management required by funds to appropriately
screen investments results in higher expense ratios, and therefore lower returns. Other reports indicate that the life cycle of SRI funds is now long enough
that nominal differences in investment returns are beginning to develop.
.45 Many SRI funds have a common set of social filters, such as tobacco,
guns, and environmental impact. Funds with very specific or narrowly defined
strategies may not be as common, potentially providing investors with fewer
options. Just as SRI fund managers have additional criteria to manage and
monitor in screening and selecting investments, organizations that choose an
SRI investment approach must have management and oversight controls in
place to monitor adherence with their own policies.
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.46 As an NFP's SRI policy becomes increasingly restrictive and narrowly
defined, the cost of monitoring and compliance with such a policy would likely
increase and the pool of allowable investments options may decrease. Critics of
SRI cite the cost of compliance with such a policy, and the lack of measurable
impact on the targeted social cause or issue through the avoidance of an undesirable investment, as compared to a direct contribution to organizations that
actively address such cause or issue.
.47 The three common approaches to SRI are as follows:

r
r
r

Negative screen
Positive screen
Restricted screens

A negative screen excludes investments based on market sector involvement
or other specific criteria. A positive screen seeks to include investments with a
specific focus. A restricted screen may provide increased flexibility, especially
in large portfolios, as compared to a negative or positive screen, in that a nominal level of investment (compared to total holdings) in less desirable areas is
acceptable. A restricted screen may also reduce the potential for policy violations and allow for a planned divestiture from undesirable investments, when
identified or when the concentration approaches established limits.

Crowd Funding
.48 Crowd funding has been used by NFPs since as early as 1949 when
the first telethon was hosted. With advances in technology, the Internet is
now the easiest and most accessible way for a large group of people to invest
and pool money to fund a cause. Whether utilizing television, phone, mail, or
the Internet, many NFPs turn to crowd funding techniques to raise funds to
support their various programs.
.49 From the auditors' perspective, various risks exist relating to these
transactions. There is the risk that the funds contributed are not being used to
support the intended cause. Accountability for how the funds are spent must
be transparent to the contributors, especially because the attorneys general in
many states focus on misleading advertising in solicitations. This situation contributes to audit risk because auditors themselves could be held accountable,
at some level, for ensuring such programs and causes are legitimate. The NFP
that uses crowd funding platforms to raise funds should ensure that proper
controls are in place to monitor the projects, and the funds are being used for
the appropriate purpose.
.50 There is also a risk of material misstatement related to the joint cost
allocation of the expenses incurred to operate the crowd funding appeal. The
allocation of the expenses between fund-raising and program is under a great
deal of scrutiny by charity watchdogs and regulators. When recording these
allocations, the NFP should ensure that the activity has satisfied the purpose,
audience, and content criteria to allow the allocation and that the allocation
method be rational and systematic.
.51 There is also a risk related to properly classifying donor restrictions
on these contributions. Even if the NFP intended the funds to be unrestricted
or restricted for a specific use, the actual wording of the fund-raising materials
could result in some other treatment. Examples of some questions that can
assist in the assessment of restrictions are as follows:
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In a broad based appeal, how clearly did the entity define what
the funds raised would be used for?
Is there a clear indication that a portion of the funds raised may
be used to help offset supporting services? If so, how explicit is
that language, and does it comply with requirements in both the
accounting standards and the laws of the state in which the appeal
was conducted?

.52 Compliance with government regulations is another risk that the NFP
should consider related to crowd funding via the Internet. Because the appeal
has global reach, the NFP may need to be registered in additional states or
countries as an approved fund-raising organization.

The State of Higher Education
.53 Heading into 2015, the outlook for higher education is a mixed bag.
On the down side, tuition increases have slowed at the same time that institutionally funded grants have increased. On the up side, endowment returns
and charitable giving increased during the year ended June 30, 2014.
.54 In July 2014, Moody's maintained its negative outlook for the higher
education sector noting declines in net tuition revenue in fiscal 2013. They
also noted, "There is a growing disparity between tuition-dependent colleges
and market-leading universities with diverse revenue sources." Moody's cited
continued financial pressures which are likely to limit growth in the near term
including the following:

r
r
r

Stifled growth in tuition revenues due to affordability concerns
and steep competition for students
Heightened competition for sponsored research funding with success rates for proposals dropping to less than 15 percent in fiscal
2013
The inability of most institutions to achieve a 3-percent annual
growth in operating revenue which is Moody's benchmark for sustainable financing at a time of low inflation

.55 Moody's did say, however, that positive trends such as strong longterm demand and reduced household debt could help to stabilize conditions
over the next year. Moody's also noted that solid endowment returns and increased giving have raised the wealth of private colleges and universities past
prerecession levels.
.56 According to the College Board's Trends in College Pricing 2014, the
average tuition price at a four-year private institution rose only 3.7 percent. A
companion study, Trends in Student Aid 2014, showed that amounts borrowed
by undergraduates from federal student loan programs declined 9 percent from
the previous year. Institutionally funded grants, however, rose 5 percent during
the same period. In fact, from fiscal 2010 to fiscal 2014, institutional grants to
undergraduates increased 29 percent while federally funded grants increased
only 9 percent.
.57 On a positive note, in November 2014, the National Association of
College and University Business Officers (NACUBO) released preliminary data
from its annual NACUBO-Commonfund Study of Endowments. Those data,
collected from 426 colleges and universities, show an average return of 15.8
percent, up from 11.7 percent in fiscal 2013. As noted by Moody's in their
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higher education outlook, this growth in earnings should provide some cushion
for anticipated declines in other sources of revenue.

The State of Religious Entities
.58 Many religious organizations have strong structure, a large number
of employees, and good systems and processes within their central operations.
However, some of their activities are outside of, and operate autonomously
from, the central office. Frequently, controls tend to be weaker at these outlying
offices and locations with less structure and process, thereby increasing risk.
Additionally, organizations that use volunteers for the collection and processing of cash receipts as well as other financial transactions may be challenged to
establish and maintain adequate internal control over those processes. Therefore, it is critical that auditors continue to address these risk factors when
assessing controls, performing risk assessment procedures, and assessing the
internal control structure.
.59 Churches, synagogues, and other houses of worship continue to be
challenged in obtaining access to credit for mortgages, lines of credit, and other
purposes. Many lenders continue to shy away from lending to these organizations due to the unique nature and use of the real estate that is often held as
collateral as well as the unique nature of the revenues of these organizations.
Organizations with loans that need to be refinanced in the near term should
allow adequate time to identify and negotiate the new loan with a lender. Auditors of these organizations are advised to consider the ability to refinance
existing debt as part of the going concern assessment.
.60 Religious organizations, like all not-for-profits, will be facing leadership succession issues in the coming years as the "baby boom" generation
retires from the workforce. Organizations led by a dynamic founder or other
highly visible leader that is nearing retirement bear an increased risk around
the succession process, particularly if the key individual is significant to attracting donations, volunteers, and participants in the organization's program
activities. Board members, key leaders, and advisors to these organizations are
advised to help them make succession planning a key priority.

Legislative and Regulatory Developments
Uniform Administrative Requirements, Cost Principles,
and Audit Requirements for Federal Awards
.61 On December 26, 2013, the OMB issued Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance), which streamlines and consolidates into one document the
guidance from a number of circulars, including Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations (Circular A-133). The Uniform Guidance is effective for audits of fiscal years ending on or after December
31, 2015. Early implementation of the audit provisions is not allowed. However,
certain aspects of the guidance will be applicable for NFPs prior to December
31, 2015. Some of these include the following:

r

Non-federal entities will have to adopt new administrative requirements and cost principles for all federal awards and incremental funding on existing awards received after December 26,
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r

2014. This is regardless of whether a communication has been
received from the granting agency.
Auditors conducting single audits for 2015 fiscal year-ends (for example March 31, 2015, or June 30, 2015, and so on) will continue
to conduct those audits under OMB Circular A-133. However, auditors may encounter circumstances in which the funding being
audited is subject to both the old and new administrative requirements and cost principles. Auditors need to understand this and
be sure the funding is being tested against the appropriate requirements.

.62 The new Uniform Guidance is extensive and will require a thorough
review by auditors and NFPs for proper implementation. The following information is not comprehensive and is intended only to highlight some of the more
significant aspects of the new Uniform Guidance. While many of the changes
will apply more directly to NFPs, auditors need to identify and understand the
content as it may impact compliance testing for awards.

Internal Control
.63 NFP responsibilities related to internal control are now located in
Subpart D of the Uniform Guidance. Previously, this guidance resided only in
the audit requirements of OMB Circular A-133. The Uniform Guidance states
that an NFP must establish and maintain effective internal control over the
federal award that provides reasonable assurance that the entity is managing
the federal award in compliance with the federal statutes, regulations, and
terms and conditions of the federal award. Additionally, though not a formal
requirement, the Uniform Guidance states that it is a best practice to be in
compliance with the internal control guidance in Standards for Internal Control
in the Federal Government (Green Book) and the Internal Control—Integrated
Framework, published by COSO.

Requirements for Pass-Through Entities
.64 NFPs acting as pass-through entities will likely experience significant
increases in the level of their required sub-recipient monitoring responsibilities
as a result of the Uniform Guidance. As a result, this will also impact auditor
testing of an NFP's compliance with these new requirements. Both NFPs and
auditors should review Section 200.331 of the Uniform Guidance to find detailed
information on the requirements for pass-through entities.

Cost Principles
.65 The Uniform Guidance consolidates cost principles from OMB Circulars A-21, Cost Principles for Educational Institutions, A-87, Cost Principles
for State, Local and Indian Tribal Governments, and A-122, Cost Principles
for Non-Profit Organizations, into a single document. Reviewing the updated
guidance and identifying and understanding the differences between the cost
principles in the Uniform Guidance and the principles to which an organization
was previously subject will be critical during implementation of these requirements. Under the Uniform Guidance, there are also significant changes related
to indirect cost rate requirements. These changes include but are not limited to
a one-time extension of negotiated rates up to four years if there are no major
changes in facilities and administrative costs and a minimum flat rate of 10
percent for an entity that has never received a negotiated indirect cost rate.
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Audit Requirements
.66 While the Uniform Guidance retains the basic approach to a single
audit, there are many changes that auditors should understand. Some of the
significant changes include but are not limited to the following:

r
r
r
r

The threshold for a single audit increases from $500,000 to
$750,000 or more of federal awards expended in a fiscal year.
The type A or B major program determination threshold increases
from $300,000 to $750,000 or more of federal awards expended
(minimum).
Revisions to the steps taken in the determination of major programs to be tested and the percentage of coverage required for low
and high risk auditees.
An increase in the questioned costs reporting threshold from
$10,000 to $25,000.

.67 Additional information is available through the AICPA Government Audit Quality Center at www.aicpa.org/interestareas/governmental
auditquality/Pages/GAQC.aspx.

Cause-Related Marketing—There’s an App for That
.68 Businesses and NFPs have collaborated in a variety of ways to increase both the sales of the businesses and the revenues of the NFPs. In general,
these alliances are convenient because NFPs benefit from the existing spending
patterns of the donor-consumer. These arrangements, collectively referred to
as cause-related marketing, are common both on the Internet and with brickand-mortar retail stores.
.69 Examples of cause-related marketing include the following:

r
r
r
r

A restaurant allowing patrons to add an extra dollar to their bill
to go towards a charitable cause.
An NFP and a marketing company contracting together for the
marketing company to sell magazine subscriptions, with an advertised portion of the proceeds going to support the NFP's mission.
A retail chain, in partnership with an NFP, creates an in-store
mobile app experience to engage customers through a series of
games. For each game played, the retail chain will donate one
dollar to the NFP.
An NFP licensing its trademarked name and logo to a business for
the business to use in marketing its product. A specific example of
this would be Coca-Cola licensing the Olympic rings from the U.S.
Olympic Committee to use the rings in Coca-Cola advertising.

.70 Many cause-related marketing campaigns also allow NFPs to engage
donors who are giving indirectly to NFPs through affiliation with the for-profit
partners. Robust event or campaign websites, mobile sites, text giving campaign, social media outlets, and mobile apps all allow for NFPs to be more
connected to donors than ever before. Identifying both direct and indirect costs
for developing and implementing these tools for each campaign is not only
important in order to determine how successful campaigns or partnerships
are, but are also critical in identifying whether any partnership is generating
unrelated business income and therefore, taxable.
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.71 Increasingly, NFPs reach out to donors through either cause-related
marketing campaigns or independently through social media. Blogs, websites,
and other media are attempting to engage and enable individual donors to
create, join, and grow groups and networks outside of the NFP's direct control.
Specifically, as it relates to social media, NFPs should be cognizant of their
brands and develop policies and procedures for individuals who can fundraise
on their behalf, as well as monitoring, responding to, and enforcing discussion threads that outside parties can comment or post on. It is important for
NFPs to understand at all times who is fundraising on their behalf and what
message those individuals or groups are delivering to other donors. Providing
acknowledgement letters for all contributions received to validate donor intent,
through mail or email, becomes increasingly important when a direct tie to the
fundraising solicitation cannot be made.
.72 As NFPs' online and mobile presence has become more common, so
have the numerous forms of accepted payments. In addition to credit cards
and ACH debit, NFPs have explored other methods of receiving contributions
including Google Wallet, Apple Pay, PayPal, and Bitcoin.
.73 NFPs that participate in cause-related marketing either actively or
passively should be aware of the possible state regulations, charitable solicitation requirements, unrelated business income tax, and risks to tax-exempt
statuses that may arise as a result of the NFP's participation. In addition,
NFPs should contemplate other, non-financial considerations, such as public
or donor reaction to partnering with certain organizations.
.74 Some states consider businesses that engage in cause-related marketing to be "commercial co-venturers" with the NFP. As a result, the business, the
NFP, or both may be subject to certain state registration, reporting, and other
requirements. It is important that both the business and the NFP confirm and
comply with the requirements, if any, in each state where the cause-related
marketing will actually occur.
.75 Often, in cause-related marketing efforts, the NFP's role is passive and
consists solely of receiving the funds from the business' efforts. In these cases,
the funds given to the NFP may be characterized as a charitable contribution
from the business to the NFP. However, if the NFP is actively participating
in the marketing efforts, then the NFP should assess whether that active
participation causes the funds received to be characterized as taxable unrelated
business income.
.76 Additionally, the NFP should ensure the marketing arrangement is
structured to reduce or eliminate risks to the NFP's tax exempt status. Factors
such as active participation by the NFP in the marketing efforts, size of the
marketing-related revenues relative to the NFP's total operations, possible
private inurement to the business, and other factors should be considered.
.77 Due to the regulatory and tax-related issues associated with causerelated marketing, NFPs should perform the necessary level of research and
analysis for each marketing arrangement, including consulting with tax and
legal experts as necessary.

The Cost of Credit Card Donations
.78 In October 2015, U.S. banks will begin migrating to the use of Europay, MasterCard, and Visa (EMV) chip technology for credit and debit card
payments. EMV represents the global standards established by the payment

ARA-NPO .71

©2015, AICPA

15

Not-for-Profit Entities Industry Developments—2015

card industry for chip-based debit and credit card transactions. Rather than
swiping a debit or credit card, EMV technology allows a cardholder to insert
the card into a slot and a machine will read a microchip instead of a magnetic stripe. NFPs need to understand how this shift in technology may affect
the way they process payments and plan for these changes so that transactions continue uninterrupted. This change shifts certain transaction liability,
potentially increasing an NFP's liability for fraudulent activity.
.79 Due to recent large-scale theft of credit card data from retailers, the
issue of magnetic stripe security gained mainstream attention, creating momentum for a switch to cards with imbedded microchips. Certain kinds of
hacking attacks are more difficult to carry out against EMV technology because unlike cards with a magnetic stripe, chip cards are very difficult to
clone and provide positive authentication of the card when combined with
PINs.
.80 Although U.S. banks announced an October 2015 date for the switch
to the EMV technology, this is not a hard date for processing transactions.
It is, however, officially the date that liability shifts from the issuers (for example, MasterCard, Visa, and American Express) to the NFP for non-EMV
card-present transactions. In other words, when an EMV-enabled card is physically presented for a transaction, if an NFP continues using magnetic stripe
technology instead of EMV, the NFP will likely be responsible to cover the
cost of a fraudulent transaction because the transaction was conducted without EMV. EMV technology primarily applies to activity in which an individual
presents a card for payment (that is, card-present transactions) because this
technology requires a terminal that is capable of reading card data from the embedded chip. It does not apply to online transactions (that is, card-not-present
transactions) because there is no terminal used to read a magnetic stripe or
microchip for these transactions.
.81 When migrating to EMV technology, an NFP may want to consider the
cost, time, and effort needed for the migration. Existing hardware or software
may require updates to implement EMV. Depending on whether or not an
NFP has significant card-present transactions, fraud prevention alone may not
deliver an acceptable return on investment for the effort required to implement
this technology.
.82 As EMV technology is adopted in the card-present arena, it is anticipated that fraud will move to more vulnerable channels, including card-notpresent transactions such as online contributions. NFPs need to be aware that
the security tools they have in place now to protect online transactions may not
be advanced enough to protect donors in the future. NFPs may want to prepare
for this vulnerability shift by creating a plan to enhance card-not-present fraud
prevention tools, such as address verification service or other authentication
methods. These authentication methods are discussed in more detail in the
whitepaper "Card-Not-Present Fraud: A Primer on Trends and Authentication Processes" (www.emv-connection.com/wp-content/uploads/2014/01/CNPWP-012414.pdf).

Affordable Care Act Excise Tax on Certain Benefit Plans
.83 Although it's already well into 2015, many individual Americans are
still trying to figure out the impact of the 2010 Patient Protection and Affordable Care Act (ACA) on their health benefits. The same can be said of many
NFPs, including higher educational institutions, and how their employees will
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be affected. In the NFP world, there is a history of mission-oriented individuals accepting lower pay as a trade-off for extensive health benefits. The notion
was that doing good work was not highly compensated, but at least individuals
were fully insured. That idea of full health insurance coverage is now being
challenged because of the potential cost of providing those benefits.
.84 One significant issue for NFPs is the 30-hour rule. Employees are
considered full-time employees when they reach 30 hours of work a week.
As a result of the 30-hour rule, some NFPs have reduced the number of hours
employees work so that they are considered part-time employees and, therefore,
do not qualify for health care coverage under the ACA. As an example, over the
past several years, colleges and universities have increased the ratio of adjunct
faculty to tenured professors to stretch their labor dollars. With the onset of
the ACA, some institutions have begun limiting adjunct faculty to 29 hours of
work to avoid being required to pay health care benefits.
.85 A second issue for NFPs is the 50 full-time equivalent workers rule.
Large organizations with more than 50 employees will incur certain penalties if
they do not provide employee health insurance coverage that meets the criteria
specified in the ACA. Large employers offering plans in which the individual is
paying a high percentage of the health care cost or plans that exceed specified
employee contribution limits will incur a monthly penalty.
.86 A third issue for NFPs and their employees is the 40-percent excise tax
on plans with what are considered to be extravagant benefits and, therefore,
have a high insurance premium cost. These are known as Cadillac plans.
Such plans that provide extensive health care coverage and have insurance
premiums of more than $10,200 for individuals and $27,500 for families will
incur the excise tax. Although the average employer-sponsored health plan has
an insurance premium of $5,884 for an individual and $16,351 for a family,
according to the Kaiser Family Foundation's 2013 Employer Health Benefits
Survey, some plans used by NFPs may cost more than the limits and incur the
excise taxes. NFPs are beginning to review their cost of coverage to determine
if they are subject to the excise tax and may adjust their benefits and cost
structure accordingly.

New York Nonprofit Revitalization Act
.87 For the first time in more than 40 years, the laws governing NFPs
in New York state have been overhauled and modernized. On December 18,
2013, Governor Andrew M. Cuomo signed into law the New York Nonprofit
Revitalization Act of 2013 (the "act") which was enacted to accomplish the
following:

r
r
r

Update and modernize reporting requirements for charities registered to solicit charitable contributions in New York, even if the
charities are not incorporated in New York.
Simplify and improve the efficiency of administrative procedures
Embolden public trust in New York charities by strengthening
NFP governance and oversight

.88 Provisions of the act apply to all NFPs that are incorporated in the
state of New York, operate in the state of New York, or solicit charitable contributions in the state of New York. Most provisions were effective July 1,
2014.

ARA-NPO .84

©2015, AICPA

17

Not-for-Profit Entities Industry Developments—2015

.89 Some key provisions of the act include the following:

r
r
r
r
r
r
r

Enhanced Audit Oversight Requirements
Mandatory Whistle Blower Policy
Mandatory Conflict of Interest Policy
Limitation on Employees Serving as Chair of Board of Directors
Executive Compensation Decisions
Related Party Transactions
Promoting Efficiency

.90 The audit committee of an NFP that has annual gross revenue and
support in excess of $1 million will be required to review with the independent
auditor the scope of the audit before its commencement and, upon its completion, discuss any material risks and weaknesses in internal controls identified
by the auditor.

IRS Activities
Executive Compensation Limits
.91 For several years, most NFPs have been subject to the IRS's intermediate sanctions. More recently, states have started to develop and implement
their own regulations over executive compensation limits.
.92 Intermediate sanctions are personal excise taxes paid by disqualified
persons (typically CEOs, COOs, and CFOs) who provide services to an NFP
and are deemed to receive excessive compensation for those services. This tax
can also extend to those individuals who participated in the decision to pay the
compensation (such as a board member). Fortunately, the risk of intermediate
sanctions can be managed by establishing a rebuttable presumption that the
compensation is reasonable. This is accomplished by establishing policies over
the determination of the compensation level, including approval by a board or
subcommittee, benchmarking, and documentation of the process.
.93 Although the rebuttable presumption exists at the federal level, some
states have enacted regulations that will limit executive compensation in certain instances with no permitted rebuttable presumption. For example, in New
York state, an executive order was issued stating that NFPs that receive state
funding from certain departments are required to limit compensation paid to
any executive to $199,000 per year. In the event of noncompliance, the sanctions imposed could significantly affect the NFP and may include (a) reallocation of state funds to provide program services; (b) suspension, modification,
or revocation of license(s) for program services; (c) suspension, modification,
or termination of contracts with the NFP; and (d) other actions or penalties
deemed appropriate by the applicable state agency. Under the proposed regulation, if an NFP elects to exceed the $199,000 established limit, the NFP must
satisfy the following:

r
r

Any compensation paid to an executive in excess of $199,000 cannot be paid with New York state funds.
Using a compensation survey, the compensation must be in the
75th percentile or less of compensation provided to comparable
executives at similar NFPs.
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The board (including at least two independent members) must
assess "appropriate comparable compensation data" and approve
the total compensation package.

.94 As the scrutiny increases over executive compensation, NFPs should
continue to establish and improve their processes over setting and approving
executive compensation. For example

r
r
r
r
r

ensuring that executive compensation, including benefits, is reasonable and will be perceived by the public as reasonable;
adopting policies providing clear and practical guidance for establishing reasonable compensation, including avoiding excess benefit transactions;
obtaining comparable data for executive compensation benchmarking;
reviewing the data to ensure it is comparable—don't just accept
the information as presented in a consultant report; and
establishing a policy that requires the total compensation of the
executives to be disclosed or approved by the full governing board
(not just a committee).

IRS Focus on Higher Education
.95 In August 2013, many colleges and universities began receiving IRS
Notice 972CG, "Notice of Proposed Civil Penalty." The notices proposed fines for
missing or incorrect taxpayer identification numbers (TINs) on Form 1098-Ts
for the 2011 tax year. Form 1098-T is the information return that reports higher
education tuition and related expenses. In February 2014, the IRS announced
that it would waive all penalties for the 2011 tax year, but did not extend that
waiver to any subsequent tax years.
.96 Although colleges and universities have been required to file Form
1098-T for more than a decade, 2013 was the first year in which the IRS
proposed penalties for missing or incorrect TINs. In fact, IRS rules compel
institutions to file 1098-Ts without TINs and do not allow higher education
institutions access to TIN matching services that are available to filers of other
types of informational returns such as banks or employers.
.97 Again in 2014, the IRS sent penalty notices to colleges and universities
this time related to its 1098-T reporting for the 2012 tax year. The NACUBO
wrote to the IRS urging that it

r
r
r
r

cease sending 972CG notices for 2012 Forms 1098-T;
publish guidance reinstating forbearance on these penalties until
a long-term solution has been identified;
revise the 1098-T filing process to allow filing institutions to affirmatively certify up front that they have "acted in a responsible
manner" and met the waiver standards for soliciting TINs from
students; and
revise the Section 6050S regulations to allow institutions to refrain from filing Form 1098-Ts for students who fail to provide a
TIN.

.98 In an October 28, 2014, letter to NACUBO, the IRS stated that it would
not issue any further blanket waivers for penalty notices related to the 2012
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tax year. In addition, the IRS rejected the recommendation that institutions be
allowed to certify up front that they have acted in a responsible manner and,
therefore, met the waiver standards. Rather, the IRS encouraged "affected
colleges and universities to seek reasonable cause relief when applicable."
.99 Until this issue has been resolved, institutions that receive a Notice
972CG should take the steps necessary to obtain a waiver. If the institution is
unable to obtain a waiver of the penalty from the IRS, the institution may need
to book a liability for any fines that it expects to have to pay.

IRS Announces Changes to 2014 Form 990
.100 The 2014 Forms 990 and 990-EZ, schedules, and instructions have
been revised to modify and clarify certain reporting requirements. Before you
begin preparing a tax-exempt organization return, make sure you educate
yourself on the revisions. A listing of significant changes made by the IRS to
Form 990, Form 990-EZ, schedules, and instructions for tax year 2014 can be
found on page one of the instructions at www.irs.gov/pub/irs-pdf/i990.pdf.

Department of the Treasury and the IRS Issue Priority Guidance Plan
for 2014–2015
.101 The joint Department of the Treasury and IRS Priority Guidance
Plan for 2014–2015 contains the following items of interest to tax-exempt organizations:

r
r
r
r
r
r
r
r
r

Revenue procedures to update grantor and contributor reliance
criteria under Sections 170 and 509.
Revenue procedure to update Revenue Procedure 2011-33 for EO
Select Check.
Regulations under Sections 501(a), 501(c)(3), and 508 to allow
the commissioner to adopt a streamlined application process that
eligible organizations may use to apply for recognition of taxexempt status under Section 501(c)(3).
Revenue procedure for issuing determination letters on exempt
status under Section 501(c)(3) to eligible organizations that submit Form 1023 EZ.
Proposed regulations under Section 501(c) relating to political
campaign intervention.
Final regulations on application for recognition of tax exemption as a qualified not-for-profit health insurer under Section
501(c)(29) as added by Section 1322 of the ACA. Temporary and
proposed regulations were published on February 7, 2012.
Final regulations under Sections 501(r) and 6033 on additional
requirements for charitable hospitals as added by Section 9007 of
the ACA. Proposed regulations were published on June 26, 2012,
and April 5, 2013.
Additional guidance on Section 509(a)(3) supporting organizations. Guidance under Section 512 regarding methods of allocating
expenses relating to dual use facilities.
Guidance under Section 4941 regarding a private foundation's
investment in a partnership in which disqualified persons are
also partners.
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Final regulations under Sections 4942 and 4945 on reliance standards for making good faith determinations. Proposed regulations
were published on September 24, 2012.
Final regulations under Section 4944 on program-related investments and other related guidance. Proposed regulations were published on April 19, 2012.
Guidance regarding the excise taxes on donor-advised funds and
fund management.
Guidance under Section 6033 relating to the reporting of contributions.
Final regulations under Section 6104(c). Proposed regulations
were published on March 15, 2011.
Final regulations under Section 7611 relating to church tax inquiries and examinations. Proposed regulations were published
on August 5, 2009.

.102 Additional information on these and other topics is available at
www.irs.gov/uac/Priority-Guidance-Plan.

Listing of Published Guidance—2014
.103 Readers should be aware that the IRS website contains a
digest of published guidance for tax-exempt entities issued in 2014
at www.irs.gov/Charities-&-Non-Profits/Charitable-Organizations/Listing-ofPublished-Guidance. The published guidance includes Treasury regulations,
revenue rulings, revenue procedures and notices, and announcements of recently published issues of interest to tax-exempt entities.
.104 The IRS website also contains an archive that presents digests of
IRS-published guidance of interest to tax-exempt entities for the years 1954–
2013. The archived guidance can be found at www.irs.gov/Charities-&-NonProfits/Archive-of-Published-Guidance. Additionally, the IRS has a useful tool
for NFPs to assist them with maintaining their tax-exempt status through compliance with IRS requirements. The publication Compliance Guide for 501(c)(3)
Public Charities is available at www.irs.gov/pub/irs-pdf/p4221pc.pdf.

Matters Affecting Religious Organizations
.105 Recent legal and regulatory activities relevant to religious organizations include the following topics:

r
r

Challenges to the ministerial housing allowance tax law and regulations
Challenges to the exemption from filing Form 990

Ministerial Housing Allowances
.106 Housing allowances are a decades'-old tax benefit used by churches,
ministries, and other employers to help offset expenses associated with the
home a minister lives in while serving the respective church or ministry. It is
especially helpful for small and rural congregations or those in high-cost areas
who are not able to pay high enough salaries to recruit and retain pastors.
.107 Challenges have been raised recently as to the constitutionality of
the ministers' housing allowance. In 2011, the atheist group Freedom From Religion Foundation (FFRF) filed a lawsuit (Freedom From Religion Foundation,
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Inc. v. Lew) challenging the constitutionality of IRC Section 107, also known
as the parsonage exemption. The exemption excludes the value of employerprovided housing benefits from the gross income of any "minister of the gospel."
.108 In 2012, the district court agreed that the plaintiffs had standing to
challenge Section 107(2), and held that the subsection is an unconstitutional
establishment of religion under the First Amendment.
.109 The district court decision was appealed. In November 2014, the
U.S. Court of Appeals for the Seventh Circuit issued a decision concluding that
the federal tax code provision that treats church-provided housing allowances
to ministers as income tax-free must stand. In doing so, the appeals court
overturned the previous decision by the lower district court in favor of the
atheist group.
.110 Before the appeals court could even analyze the constitutionality of
the law, it first decided it had to dismiss the case on the procedural ground
of standing. The court determined that FFRF and its leaders were not proper
parties to challenge the law in federal court because they had not suffered any
concrete, personal injury.
.111 The plaintiffs here argue that they have standing because they
were denied a benefit (a tax exemption for their employer-provided housing
allowance) that is conditioned on religious affiliation. This argument failed,
however, because the plaintiffs were never denied the parsonage exemption,
having never asked for it. Absent any personal denial of a benefit, the plaintiffs' claim amounts to nothing more than a generalized grievance about the
unconstitutionality of Section 107(2), which does not support standing.

Exemption From Filing Form 990
.112 Churches and certain other religious organizations are exempt from
filing Form 990 with the IRS. Challenges have been raised recently as to the
constitutionality of this exemption.
.113 In 2012, the FFRF sued the IRS for giving religious groups preferential treatment because churches and certain other religious organizations do
not have to file Form 990.
.114 In December 2014, the Wisconsin federal district court dismissed
the lawsuit. The court concluded FFRF could not proceed with its challenge
to the church exemption to IRS reporting because the atheist group lacked
standing to bring the case. The reason cited for the decision was the Seventh
Circuit Court of Appeals' recent decision finding that FFRF lacked standing in
a separate lawsuit over the constitutionality of the clergy housing exclusion.
Due to the precedent set by the Seventh Circuit in the clergy housing case, the
district court was forced to rule that FFRF's suit against the church Form 990
exemption suffered similar standing problems and must be dismissed.

Audit and Attestation Issues and Developments
Audit Risks for NFPs
.115 As discussed in AU-C section 315 and AU-C section 330, Performing Audit Procedures in Response to Assessed Risks and Evaluating the Audit Evidence Obtained (AICPA, Professional Standards), some possible audit
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responses to significant risks of material misstatement include increasing the
extent of audit procedures, performing procedures closer to year-end, or modifying audit procedures to obtain more persuasive evidence. Additionally, given
constantly changing economic conditions that could affect your NFP clients,
auditors may consider changes in the environment throughout the audit and
potentially modify audit procedures to ensure that risks are adequately addressed.
.116 Although it is impossible to predict and include all accounting, auditing, and attestation issues that may affect your NFP engagements, this alert
covers the primary areas of concern. As you perform your engagements, continue to remain alert to economic, legislative, and regulatory developments as
well as the associated accounting, auditing, and attestation issues.

Concerns Regarding Comfort Letters
.117 In July 2014, the Auditing Standards Board (ASB) issued Statement
on Auditing Standards (SAS) No. 129, Amendment to Statement on Auditing
Standards No. 122 Section 920, Letters for Underwriters and Certain Other
Requesting Parties, as Amended (AICPA, Professional Standards, AU-C sec.
920).
.118 AU-C section 920 addresses the auditor's responsibilities when engaged to issue letters (commonly referred to as comfort letters) to requesting
parties in connection with a nonissuer entity's financial statements included
in a registration statement or other securities offerings. This amendment

r

r
r

r
r

ARA-NPO .116

amends the requirement to inform the requesting party that the
auditor cannot provide any assurance regarding the sufficiency of
the procedures for the requesting party's purposes by changing
"state in any discussion" to "communicate" so as to provide the
auditor with more flexibility in making this required communication.
clarifies that the requirement for the auditor to read the comfort
letter issued by component auditors whose report is included in
the securities offering applies to each component auditor, not only
those comfort letters related to significant components.
amends the requirement to attach the review report when the auditor states in the comfort letter that the auditor has performed
a review of unaudited interim financial information to a requirement to attach the review report when the auditor states in the
comfort letter that the auditor has issued a review report on unaudited interim financial information.
amends application material to indicate that attaching the review report on unaudited interim financial information is required
when the auditor states in the comfort letter that the auditor has
issued a review report on unaudited interim financial information.
amends example D to change the concluding paragraph from referring to the pro forma bases described in the notes to the pro
forma financial statements to referring to the applicable accounting requirements of Rule 11-02 of Regulation S-X and renumbers
example D as example D-1.
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adds example D-2 to address providing negative assurance on pro
forma financial information as to compliance with pro forma bases
as described in the pro forma financial information.
amends example O to include wording to address procedures performed with regard to pro forma information and subsequent
change period not previously carried forward from AU section 634,
Letters for Underwriters and Certain Other Requesting Parties.
makes additional editorial changes for clarity and consistency

.119 SAS No. 129 is effective for comfort letters issued on or after December 15, 2014. Early implementation is encouraged.

The AICPA Enhancing Audit Quality Initiative
.120 The AICPA has embarked on a far-reaching effort to help reinforce
CPAs' commitment to quality. The Enhancing Audit Quality (EAQ) initiative
is a holistic approach to consider auditing of private entities through multiple
touch points, especially when quality issues have emerged. The goal is to align
the objectives of all audit-related AICPA efforts to continue improving audit
performance.
.121 EAQ takes a two-phased approach. Phase 1 involves planned and
proposed efforts that will immediately begin to improve quality. Phase 2 centers
around the transformation of the current peer review program into a practice
monitoring process that marries technology with human oversight.
.122 The purpose of phase 1 is to gather feedback from stakeholders
and inspire conversation. The AICPA released a discussion paper on August
7, 2014, outlining plans and proposals to address quality issues related to
financial statement audits of private entities. The paper highlights how the
profession maintains and enhances excellence within the various components
that form the foundation of quality financial statement audits, including the
following:

r
r
r
r

Requirements for, and commitment to, competence, diligence, and
due care
Professional standards that drive engagement performance and
quality.
Guidance, tools, learning, and resources that facilitate a high level
of competence to benefit the public, employers, and clients.
Practice monitoring (peer review) and enforcement of professional
rules and standards.

.123 The discussion paper comment period ended November 7, 2014, and
responses are being considered by the appropriate teams within the AICPA as
well as committees and boards where applicable. The feedback received will
influence how the AICPA shapes its plans going forward. Exposure drafts or
formal proposals will be released for comment in the future as appropriate.
.124 In phase 2, the Practice Monitoring of the Future concept imagines
a process that provides firms with near real-time feedback regarding their
accounting and auditing practices, enabling them to quickly leverage and implement prescriptive measures, in some instances even before an engagement
is completed. The underlying principle of the concept is that earlier detection
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of engagement deficiencies will promote audit and accounting quality while
serving the public interest.
.125 To perfect the concept and create a technology-driven program that
detects issues earlier, the AICPA is committed to engaging stakeholders while
the concept is in development. The AICPA issued a concept paper on December
15, 2014, to seek insights from CPAs and firms, state societies, state boards of
accountancy, peer reviewers, regulators, and other stakeholders on the concept.
The comment period ends June 15, 2015.
.126 More information about the AICPA EAQ initiative can be found at
www.aicpa.org/InterestAreas/PeerReview/Pages/FutureofPracticeMonitoring
.aspx.

Applicability of the Updated Internal Control Framework
.127 In May 2013, COSO issued an updated Internal Control—Integrated
Framework (the framework). COSO's original framework was issued in 1992
and is recognized as the leading guidance for designing, implementing, and
conducting a system of internal control and assessing its effectiveness. Additionally, the auditing profession has used the original framework in analyzing
organizations' internal control.
.128 The new framework was created to refresh the original framework
and ensure its continued relevance in the future. COSO believes the underlying concepts and principles of the original framework are still fundamentally
sound today. However, after December 15, 2014, COSO considers the original
framework superseded. In other words, the new framework is the framework
referenced from that point forward.
.129 NFPs should begin utilizing the new framework in evaluating and
updating their system of internal control. Much of the original framework has
carried over to the new framework; it is not anticipated that an NFP would need
to make significant changes to its internal control simply due to the issuance
of the new framework.
.130 Auditors should review their audit practice aids, particularly those
relating to understanding the auditee's internal control, to determine if any
revisions are needed to reflect changes to the framework.
.131 Additional information regarding the new framework can be found
on COSO's website at www.coso.org.

Investment Policy Impact on the Audit
.132 After the close of the equity markets on September 30, 2014, a federal
court issued an opinion on a case brought by a number of investors against
the government regarding the Federal Housing Finance Agency's decision to
permit the sweep of Fannie Mae's and Freddie Mac's earnings to the Treasury,
leaving the agencies unable to pay dividends on their common and preferred
stock. That decision was strongly in favor of the government and adverse to
the investors.
.133 This situation resulted in opening prices on October 1, 2014, for the
Fannie Mae and Freddie Mac common and preferred stock that were 40 percent
to 60 percent lower than closing prices on September 30, 2014. All of the stocks
appeared to trade daily and had quoted closing prices on September 30. For
some funds, these price declines were material to net asset value (NAV). For
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some entities, the impact of this overnight change in value had the potential
to materially impact key financial measures.
.134 Recognizing that this event occurred on a quarter-end reporting date,
there was concern that it would receive a heightened degree of attention from
both preparers and auditors. Accordingly, representatives of several AICPA
expert panels—including Investment Companies, Depository Institutions, Insurance, Not-for-Profit Entities, Employee Benefit Plans, and Stockbrokerage
and Investment Banking—held a joint call to discuss the related industryspecific valuation and financial reporting considerations.
.135 Announcements that may affect securities prices can and do occur
after normal market closing time (for example, acquisition offers made or rescinded, senior personnel changes, FDA approval or rejection of new drug applications, and so on). As a result, some companies that frequently encounter
post-close events have adopted explicit cut-off policies for the timing of events
to be considered in valuation. For example, the accounting policy for determining the fair value of investments may state that the prices for securities and
other investments are determined as of 4:00 p.m. Eastern Time (ET), which is
the closing time of major U.S. securities markets.
.136 Entities may have undocumented historical practices to price investments or cutoff for financial reporting purposes (or both) at 4:00 p.m. ET, or
their past practice may be to take into account after-market activity and cut-off
the financial statements later than 4:00 p.m. ET. Generally speaking, entities
with established practices that have been consistently applied should continue
to follow them.
.137 A policy taking into account activity occurring after market close
is supported by guidance found at FASB Accounting Standards Codification
(ASC) 820-10-35-41. That guidance states that, while post-market close activity
may be considered in measuring fair value, those fair value measurements are
categorized within a lower level of the fair value hierarchy.
.138 Entities that may have been affected by the September 30 court
decision but had not previously encountered similar events (or for whom such
an event had not previously been material) may consider establishing a policy
to identify post-close events that may have a material effect on fair value
measurements and should apply such policy consistently going forward.
.139 If the accounting policy adopted by the entity is to not consider
events that occur after the market close, such events would be considered a
nonrecognized subsequent event. In accordance with FASB ASC 855-10-502, some nonrecognized subsequent events may require disclosure to keep the
financial statements from being misleading. This decision must be made on the
basis of quantitative and qualitative materiality, and requires judgment based
on each reporting entity's individual facts and circumstances. If disclosure is
deemed necessary based on materiality, the nature of the event and an estimate
of its effect(s) on the financial statements should be disclosed.

UPMIFA and Endowment Spending Policies
.140 The FASB ASC glossary defines a donor-restricted endowment fund
as "an endowment fund that is created by a donor stipulation requiring investment of the gift in perpetuity or for a specified term. Some donors may require
that a portion of income, gains, or both be added to the gift and invested subject
to similar restrictions."
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.141 Generally, donors explicitly state any time or purpose restrictions on
the original gift and income, but are often silent on how gains should be used
and whether losses must be restored immediately from future gains, or not
at all. Because donor stipulations and laws vary, institutions must assess the
relevant facts and circumstances for their donor-restricted endowments and
their relevant laws.

UPMIFA and the Rule of Prudence
.142 Uniform Prudent Management of Institutional Funds Act (UPMIFA)
modernized the rules governing expenditures from endowment funds, both to
provide stricter guidelines on spending from endowment funds and to give
institutions the ability to cope more easily with fluctuations in the value of the
endowment.
.143 Although UPMIFA is based on the Uniform Management of Institutional Funds Act (UMIFA) rule on appreciation, there is no longer a concept
of historic dollar value. UPMIFA, instead, focuses on the concept of prudence,
thereby making the need for a floor on spending unnecessary. UPMIFA specifies that, absent any specific donor stipulations to the contrary, an NFP "may
appropriate for expenditure or accumulate so much of an endowment fund as
the institution determines to be prudent for the uses, benefits, purposes and
duration for which the endowment fund is established."
.144 Seven criteria for consideration are provided by UPMIFA to guide
the NFP to reach yearly expenditure decisions that are prudent:
1. Duration and preservation of the endowment fund
2. Purposes of the institution and the endowment fund
3. General economic conditions
4. Effect of inflation or deflation
5. Expected total return from income and the appreciation of investments
6. Other resources of the institution
7. Investment policy of the institution
.145 UPMIFA includes an optional provision to safeguard against excessive expenditures a state does not want to rely solely upon the rule of prudence
and would prefer more mechanical guidelines. A state may adopt a provision
that creates a presumption of imprudence if an institution expends an amount
greater than 7 percent of fair market value of a fund, calculated in an averaging
formula over 3 years.

Spending Policies
.146 Spending policies must be documented and followed consistently by
NFPs. Using the seven general guidelines listed previously, institutions and
boards must document factors to support spending policies related to endowments. For example, UPMIFA provides for the flexibility in both spending
0 percent to 100 percent of earnings and in spending a portion of the corpus. However, the institution must be prepared to support the prudence of its
spending policies and provide relevant documentation to its auditors to support the decision-making process. Changing the spending policy on an annual
basis could be construed as imprudent as this implies there is no consistent
approach. A review of the factors to determine prudence should be undertaken
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on an annual basis. There is, however, an expectation that significant changes
in policies would be infrequent.
.147 FASB ASC 958-205-45-28 requires that the governing board make
a determination that the law does not. UPMIFA does not define an amount
that must be retained permanently. For accounting purposes, the governing
board must determine the amount of the endowment fund that, in the absence
of explicit donor stipulations, must be retained and classified as permanently
restricted net assets. To make this determination, most NFPs continue to embrace historic dollar value as the permanently restricted portion of a donorrestricted endowment fund. As described by UPMIFA, considerations in using
historical dollar value may include the following:

r
r
r

Arbitrary Funds—Historic dollar value fixes valuation at a moment in time, and that moment is arbitrary. If a donor provides
for a gift in the donor's will, the date of valuation for the gift will
likely be the donor's date of death.
Older Funds—After a fund has been in existence for a number of
years, historic dollar value may become meaningless.
Underwater funds—Conflicting advice regarding whether an organization could spend from an underwater fund has led to difficulties for those managing charities. If a charity concluded that
it could continue to spend trust accounting income until a fund
regained its historic dollar value, the charity might invest for income rather than on a total-return basis. Thus, the historic dollar
value rule can cause inappropriate distortions in investment policy and can ultimately lead to a decline in a fund's real value. If,
instead, a charity with an underwater fund continues to invest
for growth, the charity may be unable to spend anything from an
underwater endowment fund for several years.

Auditing Endowments
.148 When auditors are testing the classification of net assets subject to
donor-restricted endowment fund spending policies, they could consider applying the following audit procedures:

r
r
r
r

Inquire of members of management whether they have consulted
with legal counsel relating to the nature of the donor endowment
restrictions. If legal counsel informs management that the endowment restrictions are not subject to UPMIFA, obtain a legal
opinion.
Obtain an understanding of the spending rate policy if the NFP
utilizes a spending rate.
Review the minutes of the annual board meeting where approval
of the spending for the fiscal year was obtained and compare
amounts (or rates) approved to amounts (or rates) distributed for
spending to determine that the institution is in compliance with
the approved spending formula.
Recalculate the amount distributed for spending to verify that it
is in accordance with the approved amount. If the NFP uses a
spending rate policy, recalculate the amount to determine that
the policy is correctly applied.
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Recalculate the allocation of the total investment return to the
individual endowment funds or to the major groupings of endowment funds by restriction type (for example, scholarship, professorship, prizes, library, and so on).
Test the release from restriction of the endowment spending rate
and any other appropriated amounts and the endowment total
return by performing the following steps:
—

Obtain an understanding of the restrictions for the selected fund from the gift agreement (or other documentation).

—

Obtain an understanding of how the NFP determines
whether restrictions have been met on investment return.

Auditing Donor Intent
.149 Some NFPs receive cash, other assets, or promises to give from
donors. The appropriate accounting for these receipts often depends on the
NFP's understanding of the donor's intent. Accounting for contributions is different from accounting for other kinds of voluntary transfers, such as agency
transactions.
.150 Following is the definition of contribution from the FASB ASC
glossary:
An unconditional transfer of cash or other assets to an entity or a
settlement or cancellation of its liabilities in a voluntary nonreciprocal transfer by another entity acting other than as an owner. Those
characteristics distinguish contributions from exchange transactions,
which are reciprocal transfers in which each party receives and sacrifices approximately equal value; from investments by owners and
distributions to owners, which are nonreciprocal transfers between an
entity and its owners; and from other nonreciprocal transfers, such as
impositions of taxes or legal judgments, fines, and thefts, which are
not voluntary transfers. In a contribution transaction, the value, if
any, returned to the resource provider is incidental to potential public benefits. In an exchange transaction, the potential public benefits
are secondary to the potential proprietary benefits to the resource
provider. The term contribution revenue is used to apply to transactions that are part of the entity's ongoing major or central activities
(revenues), or are peripheral or incidental to the entity (gains).
.151 The "Contributions Received" subsections of FASB ASC 958-605 provide guidance for contributions of cash and other assets received, including
promises to give. But that guidance does not apply if the donor's intent is that
the NFP act as a go-between, passing the assets from the donor through the
NFP to another specified entity or individual. The FASB ASC glossary defines
an agency transaction as "a type of exchange transaction in which the reporting organization acts as an agent, trustee, or intermediary for another party
that may be a donor or donee." Those transactions are within the scope of the
"Transfers of Assets to a Not-for-Profit Entity or Charitable Trust That Raises
or Holds Contributions for Others" subsections of FASB ASC 958-605.
.152 To determine the accounting for transactions in which an entity
voluntarily transfers assets to an NFP, it is first necessary to assess the extent
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of discretion the NFP has to choose the beneficiaries of the transferred assets.
If it has little or no discretion, the transaction is an agency transaction. If it has
discretion over the assets' use, the transaction is a contribution, an exchange,
or a combination of the two.
.153 Because business entities do not usually receive contributions or
enter into agency transactions, the specific audit objectives and auditing
procedures—including consideration of controls, related to contributions, contributions receivable, and agency transactions—are unique to NFPs.

Auditing Contributions
.154 Suggested audit procedures to consider for cash and noncash contributions include the following:

r
r
r
r
r
r
r

Examine documentation supporting recognition of contribution
revenues noting information such as whether the donor imposed
any conditions or restrictions or whether the NFP might be acting
as an agent.
Select from data accumulated and maintained by the fund-raising
function, and determine whether a contribution should have been
recognized and, if so, vouch it to a recognized contribution, investigating reconciling items.
Review the documentation underlying contributions and promises
to give (including donor correspondence and governing board minutes) for propriety of classification.
Inquire of management and read the governing board minutes or
other minutes to search for contributions or contributions receivable. Particular focus should be on related party contributions,
including those from board members and management.
Consider the tests for expiration of restrictions. Determine
whether classification of contributions is consistent with the
NFP's policy if restrictions are met in the same period as contributions are received.
Inquire of management (including development office) and members of governance regarding the existence of oral promises to
give.
Examine documentation supporting recognition of promises to
give, noting information such as absence of conditions or restrictions and the periods over which the promises to give become due.

Auditing Agency Transactions
.155 Suggested audit procedures to consider for agency transactions include the following:

r
r
r

Obtain solicitation materials. Review for donor expectations based
on representations within those materials of whether gifts will be
transferred to a beneficiary specified by the donor.
Review the documentation underlying the receipt of assets from
resource providers for propriety of classification and recognition
as resources that are to be transferred to others.
Review the documentation underlying the distribution of assets
to others for propriety of classification and recognition.
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Review the historical patterns of the distribution of gifts in kind
and determine the extent of the NFP's discretion over those distributions, and whether the incoming gifts in kind should be classified as contributions or agency transactions. The extent of discretion that the NFP has over the assets received determines
whether the incoming gifts are classified as contributions or as
agency transactions.
Determine whether agency transactions are excluded from the
statement of activities. If they are not, determine that agency
transactions are reported as described in the "Transfers of Assets
to a Not-for-Profit Entity or Charitable Trust that Raises or Holds
Contributions for Others" subsections of FASB ASC 958-605.

Change in Donor Intent
.156 When an NFP accepts a restricted contribution or an agency transaction, it accepts a fiduciary responsibility to use the gift for the purposes
for which it is given. The NFP needs to maintain documentation about the
activities and other purposes for which the net assets in the fund or agency
pass-through account can be used. Documentation about any restrictions on periods in which the gift can be spent, restrictions on specific assets, limitations
on investing, or other donor restrictions that limit the use of the resources also
need to be included. For gifts that have complex restrictions, it is advisable to
retain a copy of the gift agreement as part of the documentation.
.157 Situations may arise when a donor withdraws, or court action removes, previously imposed restrictions. This may occur due to changes in the
donor's intent or because of changing conditions that make it impossible to
follow the original restrictions or instructions. The NFP should obtain appropriate documentation supporting the change in restrictions. The auditor needs
to consider whether the resulting reclassifications and transfers are in compliance with the terms of the revised donor agreements and in compliance with
any legal requirements.

Transfer of Funds to a Community Foundation
.158 Per FASB ASC 958-605-25-33, if an entity performs a transfer to a
community foundation because no donor is involved when an NFP transfers its
assets to a recipient entity and names itself as beneficiary, the transfer does not
affect the classification of net assets. Thus, if an NFP transfers assets received
from unrestricted sources to the recipient entity, the classification of net assets
associated with the assets held by the recipient entity also is unrestricted.
Likewise, if an NFP transfers assets to the recipient entity that were restricted
and the restriction was not met prior to or by the transfer, the classification of
net assets associated with the assets held by the recipient entity is similarly
restricted. If the recipient entity places limitations on the withdrawal of the
transferred assets, the NFP should disclose those limitations as part of its
disclosure of the terms under which amounts will be distributed to it or its
affiliate.

Construction Fraud Schemes
.159 With the positive turn in the economy, many colleges, universities,
and other NFPs are resuming construction plans that had been halted during the economic recession. For many of these NFPs, construction costs are a
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significant and often variable expenditure, whether building from scratch or
renovating existing facilities. If the organization does not have effective controls in place to identify risks and manage project expenditures, the result may
be an unexpected and unwanted increase in project costs.
.160 The potential exposure related to construction activities is significant as these activities tend to have high impact and visibility on the financial statements as well as being an area of growing scrutiny by stakeholders
seeking accountability and transparency. Therefore, preventing and detecting
construction fraud or billing abuse is an increasing area of focus for many
organizations.
.161 Many possible scenarios exist around construction fraud including,
but not limited to

r
r
r
r
r
r

billing for work not performed,
double billing,
collusion and conflicts of interest,
kickback schemes,
theft of materials, and
change order manipulation.

Auditors should be aware that these risks exist as they plan and perform their
audits. Management should ensure that there are proper detective and monitoring controls at the organization. Obtaining a signed contract and adequate
documentation of all construction activities from the contractor throughout the
process is one way that management can monitor the project. These documents
would be requested, reviewed, and maintained to support the costs being incurred.

Audit Reporting on Forms Prescribed by Regulators
.162 Some state and local government regulators require NFPs to include
an audit or attest report from an independent CPA, along with financial information submitted to the regulator. Often, the CPA's report is on a form
prescribed by the regulator. Problems arise when the form prescribed by the
regulator is not in compliance with the requirements of the applicable audit or
attest standards.
.163 State accountancy laws require CPAs to follow the applicable professional standards issued by the AICPA when issuing an audit or attest report.
The professional standards that may apply depend on the type of report to be
issued and include GAAS, Statements on Standards for Accounting and Review
Services (SSARS), or Statements on Standards for Attestation Engagements
(SSAEs).
.164 SAS No. 122, effective for audits of periods ending on or after December 15, 2012, significantly revised the required elements and wording of
the auditor's report. As a result, there is now an increased risk that regulatorprescribed forms have not been updated for SAS No. 122 and do not include
the required elements and wording to be compliant with current GAAS.
.165 A CPA may issue an audit or attest report by signing a form prescribed by the regulator as long as that form includes all of the required
elements and wording of the applicable professional standards. If the prescribed form does not include all the required elements and wording, the CPA
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is required to reword the prescribed form or attach an appropriately worded
separate report.
.166 The AICPA has developed a webpage with resources to assist
practitioners who are asked to sign regulator-prescribed forms that do not
comply with professional standards. It can be accessed at www.aicpa.org/
InterestAreas/FRC/AuditAttest/Pages/RegulatorPrescribedAuditorsReports
.aspx.

Clarification and Recodification of Statements on Standards
for Accounting and Review Services
.167 SSARS No. 21, Statements on Standards for Accounting and Review
Services: Clarification and Recodification (AICPA, Professional Standards),
represents the efforts of the AICPA's Accounting and Review Services Committee (ARSC) to clarify and revise the existing standards for reviews, compilations, and engagements to prepare financial statements as a result of ARSC
Clarity Project. SSARS No. 21 includes significant revisions that affect the
standards for accountants in public practice who prepare financial statements
for their clients.
.168 SSARS No. 21 supersedes all existing AR sections in AICPA Professional Standards with the exception of AR section 120, Compilation of Pro
Forma Financial Information. In 2015, AR section 120 is expected to be clarified
and exposed for public comment along with new proposed requirements and
guidance related to compilation of prospective financial information. The existing requirements and guidance related to compilation of prospective financial
information are contained in SSAEs.
.169 SSARS No. 21 comprises four sections:

r
r
r
r

Section 60, General Principles for Engagements Performed in Accordance With Statements on Standards for Accounting and Review Services
Section 70, Preparation of Financial Statements
Section 80, Compilation Engagements
Section 90, Review of Financial Statements

These sections will be codified in AICPA Professional Standards with the prefix
"AR-C" to distinguish them from the extant AR sections.
.170 Section 60 includes the general principles for engagements performed
in accordance with SSARSs and is intended to replace AR section 60, Framework for Performing and Reporting on Compilation and Review Engagements.
.171 Section 70 contains the requirements and guidance related to engagements to prepare financial statements and

r
r
r
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applies when the accountant is engaged to prepare financial statements but is not engaged to perform an audit, a review, or compilation on those financial statements;
requires the accountant to include a legend on each page of the
financial statements stating that no assurance is being provided;
requires the accountant to obtain an engagement letter signed by
both the accountant and the client's management;
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does not require the accountant to consider whether he or she is
independent, just as in all other non-attest bookkeeping or accounting services engagements; and
may be applied to financial statements with or without disclosures.

.172 Section 80 contains the requirements and guidance related to compilation engagements and

r
r
r
r
r
r
r

retains the existing requirements for compilations largely unchanged,
applies when an accountant is engaged to perform a compilation
engagement,
always requires a report (section 70 would apply for non-reporting
management-use only engagements),
streamlines the report to differentiate the non-assurance compilation report from assurance (review and audit) reports so that the
standard report contains only one paragraph with no headings,
retains the requirement that the accountant modify the accountant's compilation report whenever the accountant's independence is impaired,
requires the accountant to obtain an engagement letter signed by
both the accountant and the client's management, and
may be applied to financial statements with or without disclosures.

.173 Section 90 contains the requirements and guidance related to review
engagements and is essentially a clarity redraft of the review literature in
SSARS No. 19, Compilation and Review Engagements (AICPA, Professional
Standards), with few changes.
.174 SSARS No. 21 is effective for reviews, compilations, and engagements
to prepare financial statements for periods ending on or after December 15,
2015. Early implementation is permitted.

Accounting Issues and Developments
Revenue From Contracts With Customers
.175 In May 2014, FASB and the International Accounting Standards
Board (IASB) issued their much-anticipated converged standard on revenue
recognition. FASB issued Accounting Standards Update (ASU) No. 2014-09,
Revenue from Contracts with Customers (Topic 606), and the IASB issued
International Financial Reporting Standard (IFRS) 15, both titled, Revenue
from Contracts With Customers. With only some minor differences, FASB and
IASB guidance represent a single, global, principles-based revenue recognition
model.
.176 The new revenue recognition model replaces virtually all existing
revenue recognition guidance. The guidance affects all entities—public, private, and not-for-profit—that enter into contracts with customers to transfer
goods or services or enter into contracts to transfer nonfinancial assets. Unless
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those contracts are within the scope of other standards (such as for leases, financial instruments, or insurance contracts), the impact of the new rules must
be considered.
.177 The extent of the impact on an entity will differ depending on various
factors such as the transaction, its complexity, and the industry in which the
entity operates. In some cases, there may be no change to the amount and
timing of revenue recognition. In other cases, there will be changes, and those
changes could be significant.
.178 During its deliberations, FASB speculated that the industries most
affected by changes in the amount and timing of revenue recognition will include telecommunications, aerospace, construction, real estate, and software.
New qualitative and quantitative disclosure requirements about revenue and
contracts with customers will have an impact on almost all entities.
.179 ASU No. 2014-09 is based on the core principle that an entity should
recognize revenue to depict the transfer of promised goods or services to customers in an amount that reflects the consideration to which the entity expects
to be entitled in exchange for those goods and services. Based on this core
principle, the new guidance establishes a comprehensive framework for determining how much revenue to recognize and when it should be recognized.
To achieve this core principle, an entity will apply a five-step approach, as
follows:

• Step 1: Identify the contract with a customer
• Step 2: Identify the performance obligations in
the contract

• Step 3: Determine the transaction price
• Step 4: Allocate the transaction price
• Step 5: Recognize revenue when or as the entity
satisfies performance obligation

.180 Generally, these steps are applied to an individual contract with a
customer. Use of a practical expedient is permitted when the entity enters into
large number of contracts that have the same or similar terms and conditions.
That guidance allows for application to a portfolio of contracts or performance
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obligations with similar characteristics if the entity reasonably expects that
the effects of applying a portfolio approach would not differ materially from
considering each contract or performance obligation individually.

Step 1: Identify the Contract With a Customer
.181 A contract is an agreement between two or more parties that creates
enforceable rights and obligations. It does not have to be written. A contract
may be oral or even implied by the entity's customary business practices, but
it must create rights and obligations that are legally enforceable against the
parties.
.182 The revenue standard will be applied to a contract only when all of
the following conditions are met:

r
r
r
r
r

Each party has approved the contract and is committed to perform
its respective obligations.
Each party's rights regarding the goods or services to be transferred can be identified.
The payment terms for the goods or services to be transferred can
be identified.
The contract has commercial substance; the risk, timing, or
amount of the entity's future cash flows is expected to change
as a result of the contract.
It is probable that the entity will collect the consideration to which
it will be entitled in exchange for the goods or services that will be
transferred to the customer. When determining if this collectability threshold is met, an entity should consider only the customer's
ability and intention to pay that amount of consideration when it
is due.

.183 A contract does not exist if each party can terminate the contract
prior to any performance occurring without compensating the other party.
.184 When a contract with a customer does not meet the criteria to be
considered a contract under the previously described criteria and consideration
has been received from the customer, the consideration should be recognized
as revenue only when either of the following conditions exists:

r
r

There are no remaining obligations to transfer goods or services
to the customer, and all, or substantially all, of the consideration
promised by the customer has been received and is nonrefundable.
The contract has been terminated and the consideration received
from the customer is nonrefundable.

Until one of these conditions is met, or until the contract meets the criteria to be
consider a contract under the revenue recognition standard, the consideration
received from the customer should be recognized as a liability.

Step 2: Identify the Separate Performance Obligations in the Contract
.185 A performance obligation is a promise in a contract with a customer
to transfer a good or service to the customer. At the inception of a contract,
the entity should assess the goods or services promised to be transferred to the
customer and identify as a performance obligation each promise to transfer to
the customer either of these:
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A good or service, or bundle of goods or services, that is distinct.
A series of distinct goods or services that are substantially the
same and that have the same pattern of transfer to the customer.

.186 Goods or services that are not distinct should be combined with other
promised goods or services until a bundle of goods and services that is distinct
is identified. A good or service, or a bundle of goods or services, is distinct if
both of the following conditions are met:

r

r

The good or service is capable of being distinct. That is, the customer can benefit from the good or service on its own or together
with other resources that are readily available to the customer.
A readily available resource is a good or service that is sold separately (by the entity or another) or a resource the customer has
obtained already.
The good or service is distinct within the context of the contract.
The entity's promise to transfer that good or service is separately
identifiable from other promises in the contract. Significant management judgment is required to make a determination that best
reflects the economic substance of the transaction. Among the factors that may indicate whether a good or service is distinct within
the context of the contract are as follows:
—

The entity does not provide a significant service of integrating the goods or services with other goods or services
promised in the contract. That is, the goods or services
are not used as an input to produce or deliver the combined output specified by the client. An example could
be that the various individual building materials used
as components of a construction contract would not be
distinct in the context of that contract.

—

The good or service does not significantly modify or customize another promised good or service included in the
contract.

—

The good or service is not highly dependent on, or highly
integrated with, other promised goods or services.

Step 3: Determine the Transaction Price
.187 The transaction price is the amount of consideration that the entity
expects to be entitled to in exchange for transferring the promised goods or
services to the customer. Amounts collected on behalf of others—such as sales
taxes and the effects of customers' credit risk—are excluded from the estimation
of the transaction price.
.188 The terms of the contract and the entity's customary business practices should be considered when determining the transaction price. It should be
assumed the goods or services will be transferred to the customer as promised
in accordance with the existing contract and that the contract will not be canceled, renewed, or modified.
.189 Determining the transaction price may be simple in a fixed-price
contract. In other contracts, the transaction price may include elements of
consideration that are variable or contingent because of contract terms that
include discounts, rebates, refunds, credits, incentives, performance bonuses,
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penalties, or other items for which the entity's entitlement to consideration
depends on a future event occurring or not occurring.
.190 The amount of variable consideration included in a contract must be
estimated and the estimate should be updated at each reporting date. Variable
consideration should be estimated using either

r
r

the expected value—the sum of the probability-weighted amounts
in a range of possible amounts, or
the most likely amount—the single most likely amount in a range
of possible consideration amounts.

The method expected to best predict the amount of consideration to which the
entity will be entitled should be used consistently throughout the contract.
.191 Consideration included in the transaction price should be constrained
to the extent that it is probable that a significant reversal in the amount of cumulative revenue recognized will not occur when uncertainties associated with
the variable consideration are eventually resolved. When assessing the probability of significant reversals, the entity should consider both the likelihood
and the magnitude of a revenue reversal.

Step 4: Allocate the Transaction Price to the Separate
Performance Obligations
.192 When a contract has only one performance obligation, the entire
transaction price is attributed to that performance obligation. If the contract
has more than one performance obligation, the transaction price must be allocated among the individual performance obligations. That allocation is made
based on the stand-alone selling price of each of the distinct goods or services
underlying the performance obligations. The allocation must be made at the
inception of the contract and is not subsequently adjusted for changes in the
stand-alone selling prices.
.193 Changes to the contract price that change after the inception
of the contract—for example, due to the resolution of uncertain events or
circumstances—should be allocated to the performance obligations in the contract using the same basis that was used at the contract's inception. Amounts
allocated to a satisfied performance obligation should be recognized in revenue
in the period in which the transaction price changes.

Step 5: Recognize Revenue When or as Each Performance
Obligation Is Satisfied
.194 The core principle of the revenue recognition guidance is that an
entity should recognize revenue to depict the transfer of promised goods or
services to customers in an amount that reflects the consideration to which the
entity expects to be entitled in exchange for those goods and services.
.195 The final step in the model is to recognize revenue. Recognition of
revenue occurs when or as each performance obligation is satisfied by transferring the promised good or service to the customer. That transfer occurs when
or as the customer obtains control of the good or service. In the context of the
guidance, control means that the customer has the ability to direct the use and
obtain substantially all of the remaining benefits from an asset (the good or
service delivered). Control also includes the ability to prevent other entities
from directing the use of or obtaining the benefits from an asset. The benefits
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of an asset are the potential cash flows—either inflows or savings of outflows
that can be obtained directly or indirectly as a result of controlling the asset.
.196 To properly implement the new revenue recognition guidance, entities must be aware that the concept of transfer of control is different and
much broader than the previous guidance in U.S. generally accepted accounting principles (U.S. GAAP) that focused on the transfer of the risks and rewards
of ownership. The timing of revenue recognition could change for some transactions as a result of this change in focus.
.197 A performance obligation can be satisfied at a single point in time or
over a period of time. The determination of whether control will be transferred
at a point in time or over time should be made at the contract's inception. The
entity should assess, from the customer's perspective, whether the performance
obligation is satisfied over time. If the performance obligation is not satisfied
over time, then it is satisfied at a point in time.
.198 When the performance obligation is satisfied over time, revenue
should be recognized over time by measuring progress toward complete satisfaction of the performance obligation. The objective when measuring progress
is to depict the entity's performance in transferring control of the goods or
services to the customer. A single method of measuring progress that is consistent with this objective should be applied consistently to similar performance
obligations and in similar circumstances.
.199 Revenue should be recognized for performance obligations satisfied over time only if the entity can reasonably measure its progress toward
complete satisfaction of the performance obligation. This requires the entity
to have reliable information to apply an appropriate method of measuring
progress. If the entity is not able to reliably measure the outcome of a performance obligation (but does expect to at least be able to recover its costs),
then revenue should be recognized only to the extent of costs incurred until
the entity is reasonably able to measure progress and the final outcome of a
performance obligation.
.200 When the entity determines the customer does not obtain control of
a promised asset over time, the performance obligation is satisfied at a point
in time. To determine when revenue should be recognized on a performance
obligation satisfied at a point in time, the entity must determine when the
customer obtains control of the good or service. Some examples of indicators of
the transfer of control include the following:

r
r
r
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The entity has a present right to payment for the asset. If the
customer is at present obligated to pay for an asset, that may
indicate the customer has obtained the ability to direct the use
of and obtain substantially all of the remaining benefits from the
asset.
The customer has legal title to the asset. Transfer of legal title
of an asset may indicate the customer has obtained control. It
would not preclude the customer from obtaining control of the
asset if the entity retains legal title solely as protection against
the customer's failure to pay.
The entity has transferred physical possession of the asset. The
customer's physical possession of an asset may indicate the customer has obtained the ability to direct the use of, and obtain
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r
r

substantially all of the remaining benefits from, the asset. However, physical possession may not always coincide with control of
the asset. For example, in a consignment or a bill-and-hold arrangement, the entity having physical possession may not have
control of the asset.
The customer has assumed the significant risk and rewards of
ownership. Under previous GAAP, this was the primary criterion
for the recognition of revenue. Under the new revenue recognition
guidance, it is simply an indicator that control may have transferred to the customer.
The customer has accepted the asset. Customer acceptance may
indicate that the customer has obtained control of the asset.

.201 All of these indicators do not have to be satisfied for revenue to be
recognized. The entity should consider each of these indicators, along with all
other pertinent facts and circumstances, to determine if the promised goods or
services have been transferred to the customer and the customer has obtained
control of those goods or services.

Impact on Not-for-Profits
.202 The AICPA Not-for-Profit Revenue Recognition Task Force has been
discussing a number of issues that could impact exempt organizations upon
implementation of this particular standard:

r
r

r

Contributions are excluded from the standard because a donor is
not considered a customer in the donor agreement as defined in
the ASU.
Certain transactions will require bifurcation between an exchange
transaction and a contribution. For example, membership dues or
special events (for example, golf outings) may have elements of an
exchange transaction and a contribution. Generally, the organization will determine the exchange component of the transaction
under the new revenue recognition standard and apply contribution accounting to the remainder.
An area of continuing discussion in applying this new standard
is accounting for government grants. Depending on the facts and
circumstances, under the terms of some government grant contracts, the government may not be considered a customer because
it is not receiving something of value in return for the grant funds,
but rather its citizens or society as a whole receives the respective
value.

Disclosures
.203 Detailed qualitative and quantitative disclosures are required about
(a) the entity's contracts with its customers, (b) significant judgments made in
applying the revenue recognition guidance to those contracts, and (c) information about any assets recognized for contract costs.

Effective Dates and Transition
.204 Public entities must adopt the new revenue recognition standards
for annual reporting periods beginning after December 15, 2016, including
interim reporting periods within that reporting period. Early implementation

©2015, AICPA

ARA-NPO .204

40

Audit Risk Alert

is not permitted. All other entities must adopt the new guidance effective
for annual reporting periods beginning after December 15, 2017, and interim
periods beginning after December 15, 2018. Early adoption is permitted, but
no earlier than the effective dates for public entities.
.205 ASU No. 2014-09 provides two methods of applying the changes
resulting from the application of the new rules. FASB allows either option to
be elected by public and nonpublic entities; no alternative transition option is
provided for nonpublic entities.
.206 The first option allows an entity to retrospectively apply the new
revenue recognition standard to each prior reporting period presented. When
using this application option, any of the following practical expedients can be
elected:

r
r
r

For completed contracts, the entity does not have to restate contracts that begin and end within the same annual reporting period.
For completed contracts having variable consideration, the entity
may use the transaction price at the date the contract was completed rather than estimating variable consideration amounts in
the comparative reporting periods.
For all reporting periods presented before the date of initial application, an entity does not have to disclose the amount of the
transaction price allocated to remaining performance obligations
and the explanation of when the entity expects to recognize that
amount in revenue.

.207 The second option allows an entity to adopt the new guidance retrospectively with the cumulative effect recognized in the opening balance of net
assets at the date of initial application. Comparative periods presented would
not have to be restated. Under this option, the new rules would be applied
only to contracts that are uncompleted at the date of initial application. When
selecting this application method, the entity should provide additional disclosures about the amount by which application of the new rules affected each
financial statement line item in the current accounting period compared to the
guidance that was in effect before the change, along with an explanation of the
reasons for significant changes.

Pushdown Accounting
.208 ASU No. 2014-17, Business Combinations (Topic 805): Pushdown
Accounting (a Consensus of the FASB Emerging Issues Task Force), was issued
in November 2014. This ASU permits an acquired entity (this term includes
a not-for-profit activity or business that an NFP acquirer obtains control of in
an acquisition) to elect to apply pushdown accounting in its separate financial
statements upon occurrence of an event in which an acquirer obtains control
of the acquired entity. Prior to the issuance of this ASU, only limited guidance
was provided for determining whether and when a new accounting and reporting basis (pushdown accounting) should be established in an acquired entity's
separate financial statements.
.209 The threshold for applying pushdown accounting is consistent with
the threshold for change-in-control events in FASB ASC 805, Business Combinations, and FASB ASC 810, Consolidations. An acquired entity may elect
to apply pushdown accounting for each individual change-in-control event. If
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pushdown accounting is elected for an individual change-in-control event, that
election is irrevocable. If pushdown accounting is not applied in the reporting period in which the change-in-control event occurs, an acquired entity will
still have the option to elect to apply pushdown accounting in a subsequent
reporting period to the most recent change-in-control event. An election to apply pushdown accounting in a reporting period after the reporting period in
which the change-in-control event occurred should be considered a change in
accounting principle in accordance with FASB ASC 250, Accounting Changes
and Error Corrections.
.210 An acquired entity electing to apply pushdown accounting would
reflect in its separate financial statements the new basis of accounting established by the acquirer for the individual assets and liabilities of the acquired
entity. Any goodwill resulting from the acquisition would be recognized in the
separate financial statements of the acquired entity, but goodwill would not recognize a bargain purchase gain in its separate statement of activities. Instead,
any bargain purchase gain should be recognized as an adjustment to net assets
of the acquired entity (or additional paid-in capital for a for-profit company).
Any acquisition-related debt incurred by the acquirer should be recognized by
the acquired entity only if other standards (for example, the guidance on obligations from joint and several liability arrangements) require the debt to be
recognized by the acquired entity. Requirements include disclosures allowing
financial statement users to evaluate the effect of pushdown accounting on the
current reporting period.
.211 ASU No. 2014-17 is effective as of its issuance date, November 18,
2014. After the effective date, an acquired entity can make an election to apply
the guidance to future change-in-control events or to its most recent changein-control event.

Going Concern
.212 FASB issued ASU No. 2014-15, Presentation of Financial
Statements—Going Concern (Subtopic 205-40): Disclosure of Uncertainties
about an Entity's Ability to Continue as a Going Concern, to address management's responsibility to evaluate whether there is substantial doubt about
an entity's ability to continue as a going concern and to provide related footnote
disclosures. ASU No. 2014-15 is effective for the annual periods ending after
December 15, 2016, and for annual periods and interim periods thereafter.
Early application is permitted.
.213 In connection with preparing financial statements for each annual
and interim reporting period, the ASU requires an entity's management to
evaluate whether there are conditions or events, considered in the aggregate,
that raise substantial doubt about the entity's ability to continue as a going
concern within one year after the date that the financial statements are issued
(or within one year after the date that the financial statements are available to
be issued when applicable). Substantial doubt exists when relevant conditions
and events, considered in the aggregate, indicate that it is probable that the
entity will be unable to meet its obligations as they become due within one
year after the date that the financial statements are issued (or available to be
issued).
.214 When management identifies conditions or events that raise substantial doubt about the entity's ability to continue as a going concern, management
should consider whether its plans that are intended to mitigate those relevant

©2015, AICPA

ARA-NPO .214

42

Audit Risk Alert

conditions or events will alleviate the substantial doubt. If conditions or events
raise substantial doubt about an entity's ability to continue as a going concern,
but the substantial doubt is alleviated as a result of consideration of management's plans, then the entity should disclose information that enables users of
the financial statements to understand all of the following:

r
r
r

Principal conditions or events that raised substantial doubt about
the entity's ability to continue as a going concern (before consideration of management's plans).
Management's evaluation of the significance of those conditions
or events in relation to the entity's ability to meet its obligations.
Management's plans that alleviated substantial doubt about the
entity's ability to continue as a going concern.

.215 If conditions or events raise substantial doubt about an entity's ability to continue as a going concern and substantial doubt is not alleviated after
consideration of management's plans, then an entity should include a statement in the footnotes indicating that there is substantial doubt about the
entity's ability to continue as a going concern within one year after the date
that the financial statements are issued (or available to be issued). Additionally, the entity should disclose information that enables users of the financial
statements to understand all of the following:

r
r
r

Principal conditions or events that raise substantial doubt about
the entity's ability to continue as a going concern.
Management's evaluation of the significance of those conditions
or events in relation to the entity's ability to meet its obligations.
Management's plans that are intended to mitigate the conditions
or events that raise substantial doubt about the entity's ability to
continue as a going concern.

SAS No. 126 Interpretations on Going Concern
.216 In January 2015, the ASB issued four auditing interpretations to
address some of the effects of ASU No. 2014-15 on going concern.
.217 The new auditing interpretations to SAS No. 126, The Auditor's
Consideration of an Entity's Ability to Continue as a Going Concern (Redrafted)
(AICPA, Professional Standards, AU-C sec. 570), are the result of a shortterm initiative by the ASB to address some of the effects of these accounting
standards.
The interpretations address

r
r
r
r

the definition of substantial doubt about an entity's ability to continue as a going concern,
the definition of reasonable period of time,
interim financial information, and
consideration of financial statements' effects.

.218 The ASB expects to undertake a more comprehensive project in the
longer term to align AU-C section 570 with the accounting and auditing standards. More information is available at www.aicpa.org/Research/Standards/
AuditAttest/Pages/RecentAAInterpretations.aspx.
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Reporting on Discontinued Operations
.219 During 2014, FASB issued ASU No. 2014-08, Presentation of Financial Statements (Topic 205) and Property, Plant, and Equipment (Topic 360):
Reporting Discontinued Operations and Disclosures of Disposals of Components
of an Entity. The ASU amends existing guidance relating to the definition of discontinued operations and the disclosures required for discontinued operations.
The guidance also adds new disclosure for disposals of significant components
that don't meet the new definition of discontinued operations.
.220 The current definition of discontinued operations is changed by the
amendments in ASU No. 2014-08 so that only disposals of components that
represent major strategic shifts qualify for discontinued operations reporting.
This represents a significant change to the current definition of discontinued
operations. Significant continuing involvement with a discontinued operation
will no longer need to be considered and failing to eliminate significant operations or cash flows of a discontinued operation from the reporting entity's
ongoing operations no longer precludes presentation as a discontinued operation. Under current U.S. GAAP, many disposals, some of which may be routine
in nature and not a change in an entity's strategy, are reported in discontinued operations. Fewer instances of discontinued operations are expected to be
reported as a result of the issuance of ASU No. 2014-08.
.221 Under ASU No. 2014-08, a discontinued operation may include a
component of an entity or a group of components of an entity, or a business
or not-for-profit activity. A business or not-for-profit activity that, on acquisition, meets the criteria to be classified as held for sale, is also a discontinued
operation.
.222 A disposal of a component of an entity or a group of components of
an entity is required to be reported in discontinued operations if the disposal
represents a strategic shift that has (or will have) a major effect on an entity's
operations and financial results when any of the following occurs:

r
r
r

The component of an entity or group of components of an entity
meets the criteria to be classified as held for sale.
The component of an entity or group of components of an entity is
disposed of by sale.
The component of an entity or group of components of an entity
is disposed of other than by sale (for example, by abandonment or
in a distribution to owners in a spinoff).

.223 Examples of a strategic shift that has, or will have, a major effect on
an entity's operations and financial results could include a disposal of a major
geographical area, a major line of business, a major equity method investment,
or other major parts of an entity. ASU No. 2014-08 provides illustrations of
disposals representing strategic shifts that have a major effect on the entity's
operations and financial results.
.224 The new guidance in ASU No. 2014-08 contains expanded disclosure
and presentation requirements compared to existing U.S. GAAP. This new
guidance also requires the disclosure of the pre-tax profit or loss—or change in
net assets for a not-for-profit entity—of an individually significant component
of an entity that does not qualify for discontinued operations reporting.
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.225 The amendments in ASU No. 2014-08 require expanded disclosures
about the assets, liabilities, revenues, and expenses of discontinued operations.
Included among these expanded requirements are disclosures about an entity's
significant continuing involvement with a discontinued operation after the disposal date.
.226 A public business entity and a not-for-profit entity that has issued,
or is a conduit bond obligor for, securities that are traded, listed, or quoted on
an exchange or an over-the-counter market should apply the amendments in
this ASU prospectively to both of the following:

r
r

All disposals (or classifications as held for sale) of components of
an entity that occur within annual periods beginning on or after
December 15, 2014, and interim periods within those years.
All businesses or not-for-profit activities that, on acquisition, are
classified as held for sale that occur within annual periods beginning on or after December 15, 2014, and interim periods within
those years.

.227 All other entities should apply the amendments in this ASU prospectively to both of the following:

r
r

All disposals (or classifications as held for sale) of components of
an entity that occur within annual periods beginning on or after
December 15, 2014, and interim periods within annual periods
beginning on or after December 15, 2015.
All businesses or not-for-profit activities that, on acquisition, are
classified as held for sale that occur within annual periods beginning on or after December 15, 2014, and interim periods within
annual periods beginning on or after December 15, 2015.

.228 An entity should not apply the amendments in ASU No. 2014-08 to a
component of an entity, or a business or not-for-profit activity that is classified
as held for sale before the effective date even if the component of an entity, or
business or not-for-profit activity is disposed of after the effective date.
.229 Early adoption is permitted, but only for disposals (or classifications
as held for sale) that have not been reported in financial statements previously
issued or available for issuance.

Extraordinary Items
.230 In January 2015, FASB issued ASU No. 2015-01, Income Statement—
Extraordinary and Unusual Items (Subtopic 225-20): Simplifying Income Statement Presentation by Eliminating the Concept of Extraordinary Items, as a portion of its simplification initiative. This initiative was launched to make narrowscope simplifications and improvements to accounting standards through a series of short-term projects. The projects included in the initiative are intended
to improve or maintain the usefulness of the information reported to investors
while reducing cost and complexity in financial reporting.
.231 This ASU eliminates from GAAP the concept of extraordinary items
previously contained in FASB ASC 225-20, Income Statement—Extraordinary
and Unusual Items. That guidance required an entity to separately classify,
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present, and disclose extraordinary events and transactions. The concept of extraordinary item, however, has been a cause of uncertainty because it is unclear
when an item should be considered both unusual and infrequent. Although
users find information about unusual or infrequent events and transactions
useful, they do not find the extraordinary item classification and presentation
necessary to identify those events and transactions. Also, it is extremely rare
in current practice for a transaction or an event to meet the requirements to be
presented as an extraordinary item. The FASB board noted that eliminating
the concept of extraordinary items will save time and reduce costs for preparers
because they will not have to assess whether a particular event or transaction
event is extraordinary, even if they ultimately would conclude it is not. This
also alleviates uncertainty for preparers, auditors, and regulators as auditors
and regulators will no longer need to evaluate whether a preparer treated an
unusual or infrequent item appropriately.
.232 The amendments in this ASU are effective for fiscal years, and interim periods within those fiscal years, beginning after December 15, 2015. A
reporting entity may apply the amendments prospectively. A reporting entity
also may apply the amendments retrospectively to all prior periods presented
in the financial statements. Early adoption is permitted provided that the guidance is applied from the beginning of the fiscal year of adoption. The effective
date is the same for both public business entities and all other entities.
.233 For an entity that prospectively applies the guidance, the only required transition disclosure will be to disclose, if applicable, both the nature
and the amount of an item included in income from continuing operations after
adoption that adjusts an extraordinary item previously classified and presented
before the date of adoption. An entity retrospectively applying the guidance
should provide the disclosures in paragraphs 1–2 of FASB ASC 250-10-50.

Proposed Technical Corrections and Improvements
.234 In September 2014, FASB issued a proposed ASU Technical Corrections and Improvements. Among the proposed changes were three that, if
implemented, could impact not-for-profits.
.235 The first proposed change (Issue 20 in the proposed ASU) relates to
disclosures required by employers in a multiemployer pension plan. Current
guidance does not require local chapters of a national organization to include all
of the disclosures required under FASB ASC 715-80-50. Instead, the chapters
are required to disclose only the name of the plan in which they participate
and the contributions made to the plan. The proposed guidance would require
employers at all levels, including chapters, to include the complete disclosures
required by FASB ASC 715-80-50.
.236 The second proposed change (Issue 42 in the proposed ASU) attempts
to provide clarification around the release of restrictions when the release contains both a time and a purpose restriction. The proposal modifies the example
in FASB ASC 958-205-45-10, which illustrates the accounting for a contribution with two donor-imposed restrictions. The proposal also adds a new example
(FASB ASC 958-205-45-10A) that illustrates the accounting for a contribution
and includes a donor-imposed restriction and an inherent restriction. A majority of the comment letters received by FASB noted that the added example was
confusing and would likely lead to inconsistent application of the release of net
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assets when a contribution has both a donor-imposed and an inherent restriction. Some commenters referred to paragraphs 5.97–.98 of the AICPA Audit
and Accounting Guide Not-for-Profit Entities, which provides an illustration of
this situation that those commenters considered preferable to the one proposed
by FASB.
.237 The third proposed change (issue 45 in the proposed ASU) would
change the wording in FASB ASC 958-650-55-25 related to property and equipment used in exchange transactions in which the grantor retains the title during the term of the arrangement. Currently, that guidance indicates that an
NFP should report a "contribution at fair value at the date received by the NFP
only if it is probable that the NFP will be permitted to keep the assets when
the arrangement terminates." The proposed ASU would change the term "contribution" to "revenue," which could result in a different accounting treatment
of the transaction.
.238 Comments on the proposed ASU were due December 1, 2014. The
project is currently in exposure draft re-deliberations with no projected date
for a final standard.

Service Concession Arrangements
.239 A service concession arrangement is an arrangement in which a
grantor (a public-sector entity) engages an operating entity to operate the
grantor's infrastructure (for example, airports, roads, and bridges). Under these
arrangements, an operating entity may provide the construction, upgrading,
or maintenance services of the grantor's infrastructure. These arrangements
are becoming more prevalent as governmental entities seek alternative ways
to provide services to the public in a more efficient and cost-effective manner.
.240 In January 2014, FASB issued ASU No. 2014-05, Service Concession
Arrangements (Topic 853) (a Consensus of the FASB Emerging Issues Task
Force), which provides specific accounting guidance in this area. Prior to the
issuance of this ASU, it was unclear when an operating entity should account
for a service concession arrangement as a lease under FASB ASC 840, Leases.
.241 This ASU clarifies that an arrangement should not be accounted for
as a lease when it contains both of the following conditions:

r
r

The grantor controls, or has the ability to modify or approve, (a)
the services that the operating entity must provide with the infrastructure, (b) to whom it must provide them, and (c) at what
price.
The grantor controls, through ownership, beneficial entitlement,
or otherwise, any residual interest in the infrastructure at the
end of the term of the arrangement.

.242 Service concession arrangements are typically found in NFPs that
provide a public benefit through the operation of infrastructure. For example,
a local government may enter into an arrangement with a private university to
operate the government's power plant. While the university maintains the infrastructure and receives the revenue generated by the plant, the governmental
entity determines to whom the power can be provided and at what price. At the
end of the arrangement's term, any residual interest in the power plant reverts
to the government. When such arrangements exist, auditors should carefully
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review the terms of the agreement to ensure that the proper accounting treatment is being applied.
.243 The ASU is effective for a public business entity for annual periods,
and interim periods within those annual periods, beginning after December
15, 2014. For an entity other than a public business entity, the amendments
are effective for annual periods beginning after December 15, 2014, and interim periods within annual periods beginning after December 15, 2015. Early
adoption is permitted.

Recognizing Services Received From Personnel of an Affiliate
.244 In April 2013, FASB issued ASU No. 2013-06, Not-for-Profit Entities
(Topic 958): Services Received From Personnel of an Affiliate (a Consensus of
the FASB Emerging Issues Task Force), which addresses the situation in which
employees of a separately governed affiliated entity regularly performs services
(in a capacity other than an advisory capacity) for, and under the direction
of, the recipient entity. This issue was brought to the attention of the FASB
Emerging Issues Task Force by the AICPA Not-for-Profit Expert Panel because
differing views exist in practice about whether a recipient NFP should consider
services received from personnel of an affiliate as a contribution and whether
that NFP entity would apply the contributed services guidance in FASB ASC
850-10. The purpose of this ASU is to specify the guidance which NFPs apply
for recognizing and measuring services received from personnel of an affiliate
to improve consistency in financial reporting.
.245 The guidance in ASU No. 2013-06 applies to NFPs, including NFP
business-oriented health care entities that receive services from personnel of
an affiliate that directly benefit the recipient NFP and for which the affiliate does not charge the recipient NFP. An affiliate is defined in the FASB
ASC master glossary as "a party that, directly or indirectly through one or
more intermediaries, controls, is controlled by, or is under common control
with an entity." This ASU does not address transactions between affiliates
for which the affiliate charges the recipient NFP at least for the approximate amount of direct personnel costs (for example, compensation and any
payroll-related fringe benefits) or the approximate fair value of the services
provided.
.246 This ASU requires a recipient NFP to recognize all services received
from personnel of an affiliate that directly benefit the recipient NFP. Those
services should be measured at the cost recognized by the affiliate for the
personnel providing those services. However, if measuring a service received
from personnel of an affiliate at cost will significantly overstate or understate
the value of the service received, the recipient NFP may elect to recognize
that service received at either (1) the cost recognized by the affiliate for the
personnel providing that service, or (2) the fair value of that service.
.247 This ASU is effective prospectively for fiscal years beginning after
June 15, 2014, and interim and annual periods thereafter. A recipient NFP may
apply the ASU using a modified retrospective approach under which all prior
periods presented upon the date of adoption are adjusted, but no adjustment
should be made to the beginning balance of net assets of the earliest period
presented. Early adoption is permitted.
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Accounting Standards Effective in 2014
.248 The following ASUs became effective for periods ending in 2014 and
have specific relevance for NFPs.

Classification of the Sale Proceeds of Donated Financial Assets in the
Statement of Cash Flows
.249 ASU No. 2012-05, Statement of Cash Flows (Topic 230): Not-forProfit Entities: Classification of the Sale Proceeds of Donated Financial Assets
in the Statement of Cash Flows (a Consensus of the FASB Emerging Issues
Task Force), requires an NFP to consistently classify within a statement of
cash flows cash receipts from the sale of donated financial assets with cash
donations received for similar purposes. The cash receipts from the sale of
donated financial assets must, upon receipt, have been directed without any
NFP-imposed limitations for sale and converted nearly immediately into cash.
Accordingly, the cash receipts from the sale of those financial assets should be
classified as cash inflows from operating activities, unless the donor restricted
the use of the contributed resources to long-term purposes—in which case,
those cash receipts should be classified as cash flows from financing activities.
Otherwise, cash receipts from the sale of donated financial assets should be
classified as cash flows from investing activities by the NFP. The decision tree
that follows illustrates the process outlined in the ASU.
Decision Tree for Statement of Cash Flows Presentation of Cash
Receipts From the Sale of Donated Financial Assets
Was the donated
financial asset
converted nearly
immediately* to cash?

No

Yes
Present as: Investing
Cash inflow
Are the proceeds donorrestricted for long-term use
(for example, purchasing
equipment or endowment)?

No

Yes

Present as: Financing
Cash inflow

Present as: Operating
Cash inflow

*Nearly immediately is not defined within the FASB ASC. However, the basis for
conclusions of the Accounting Standards Update indicates that this term is intended
to be a matter of days, not months, after receipt of the donor-contributed financial
assets.
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.250 The amendments in this ASU are effective prospectively for fiscal
years, and interim periods within those years, beginning after June 15, 2013.
Retrospective application to all prior periods presented upon the date of adoption is permitted. Adopting the guidance early from the beginning of the fiscal
year of adoption is permitted.

Liquidation Basis of Accounting
.251 On April 22, 2013, FASB issued ASU No. 2013-07, Presentation of
Financial Statements (Topic 205): Liquidation Basis of Accounting.
.252 FASB amended GAAP to explain how businesses and other organizations should prepare financial statements when they are ceasing operations
and selling assets to settle debts with creditors. Per FASB, the financial statements should allow anyone reading them to "develop expectations about how
much the organization will have available for distribution to investors after
disposing of its assets and settling its obligations."
.253 The amendments in ASU No. 2013-07 are included in FASB ASC
205-30. In addition, three terms have been added to the FASB ASC master
glossary: liquidation, statement of net assets in liquidation, and statement of
changes in net assets in liquidation.
.254 The amendments apply to all entities that issue financial statements
that are presented in conformity with U.S. GAAP except investment companies that are regulated under the Investment Company Act of 1940 (the 1940
Act).
.255 Prior to the issuance of ASU No. 2013-07, there was minimal guidance in GAAP that addressed when it is appropriate to apply, or how to apply,
the liquidation basis of accounting. Consequently, there was diversity in practice. The updated guidance provides principles for the recognition and measurement of assets and liabilities and requirements for financial statements
prepared using the liquidation basis of accounting.
.256 The amendments require an entity to prepare its financial statements using the liquidation basis of accounting when liquidation is imminent.
Liquidation is imminent when the likelihood is remote that the entity will
return from liquidation and either

r
r

a plan for liquidation is approved by the person or persons with
the authority to make such a plan effective and the likelihood is
remote that the execution of the plan will be blocked by other
parties, or
a plan for liquidation is being imposed by other forces (for example,
involuntary bankruptcy).

.257 If a plan for liquidation was specified in the entity's governing documents from the entity's inception (for example, limited-life entities), the entity
should apply the liquidation basis of accounting only if the approved plan for
liquidation differs from the plan for liquidation that was specified at the entity's inception. The amendments require financial statements prepared using
the liquidation basis of accounting to present relevant information about an
entity's expected resources in liquidation by measuring and presenting assets
at the amount of the expected cash proceeds from liquidation. The entity should
include in its presentation of assets any items it had not previously recognized
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under GAAP but that it expects to either sell in liquidation or use in settling liabilities (for example, trademarks). An entity should recognize and measure its
liabilities in accordance with GAAP that otherwise applies to those liabilities.
The entity should not anticipate that it will be legally released from being the
primary obligor under those liabilities, either judicially or by creditor(s). The
entity also is required to accrue and separately present the costs that it expects
to incur and the income that it expects to earn during the expected duration of
the liquidation, including any costs associated with sale or settlement of those
assets and liabilities. Additionally, the amendments require disclosures about
an entity's plan for liquidation, the methods and significant assumptions used
to measure assets and liabilities, the type and amount of costs and income
accrued, and the expected duration of the liquidation process.
.258 The amendments are effective for entities that determine liquidation
is imminent during annual reporting periods beginning after December 15,
2013, and interim reporting periods therein. Entities should apply the requirements prospectively from the day that liquidation becomes imminent. Early
adoption is permitted. Entities that use the liquidation basis of accounting as
of the effective date in accordance with other topics (for example, terminating
employee benefit plans) are not required to apply the amendments. Instead,
those entities should continue to apply the guidance in those other topics until
they have completed liquidation.

Obligations Resulting From Joint and Several Liability Arrangements
.259 ASU No. 2013-04, Liabilities (Topic 405): Obligations Resulting From
Joint and Several Liability Arrangements for Which the Total Amount of the
Obligation Is Fixed at the Reporting Date (a Consensus of the FASB Emerging
Issues Task Force), was issued in February 2013 to provide guidance for the
recognition, measurement, and disclosure of obligations resulting from joint
and several liability arrangements for which the total amount of the obligation
within the scope of this guidance is fixed at the reporting date. This ASU does
not apply to obligations addressed within existing guidance in GAAP. Examples
of obligations within the scope of this ASU include debt arrangements, other
contractual obligations, and settled litigation and judicial rulings.
.260 This ASU requires an entity to measure obligations resulting from
joint and several liability arrangements for which the total amount of the
obligation within the scope of this guidance is fixed at the reporting date, as
the sum of the following:

r
r

The amount the reporting entity agreed to pay on the basis of its
arrangement among its co-obligors.
Any additional amount the reporting entity expects to pay on
behalf of its co-obligors.

.261 Entities are also required to disclose the nature and amount of the
obligation as well as other information about those obligations.
.262 The amendments in this ASU should be applied retrospectively to all
prior periods presented that exist at the beginning of an entity's fiscal year of
adoption. An entity may elect to use hindsight for the comparative periods (if
it changed its accounting as a result of adopting the amendments in this ASU)
and should disclose that fact.
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.263 This ASU applies to all entities, both public and nonpublic, and
is effective for public companies for fiscal years, and interim periods within
those years, beginning after December 15, 2013. For nonpublic entities, the
amendments are effective for fiscal years ending after December 15, 2014, and
interim periods and annual periods thereafter. Adopting the guidance early is
permitted.

Debt Modification
.264 When a borrower modifies an existing debt instrument or exchanges
one debt instrument for another with the same lender, it must consider the
guidance included in various subtopics of the FASB Accounting Standards
Codification® to determine the appropriate accounting model to apply to that
modification or exchange.
.265 If a modification or exchange does not meet the liability derecognition criteria in FASB ASC 405-20-40-1 or the troubled debt restructuring criteria in FASB ASC 470-60, the borrower must determine whether
it should be accounted for as an extinguishment or modification based on the
guidance in FASB ASC 470-50. To make that determination, the borrower must
consider whether the new debt instrument (that is, the modified debt instrument or the debt instrument received in the exchange) is substantially different
from the old debt instrument (that is, the debt instrument before modification
or the debt instrument given up in the exchange).
.266 A critical component in making this determination is whether there
is at least a 10-percent difference between the present value of the new debt
instrument's cash flows and the present value of the old debt instrument's
remaining cash flows (that is, the 10-percent cash flow test).
.267 If the difference in cash flows is at least 10 percent, the new debt
instrument is considered substantially different from the old debt instrument
and it is accounted for as an extinguishment, which could result in the recognition of a gain or loss in the statement of activities. As part of the transaction,
the new debt instrument is recorded at fair value using the stated interest
rate. Any unamortized fees connected to the old debt instrument are written
off. Fees paid to third parties in connection with the new debt instrument are
capitalized and fees paid to the lender are expensed.
.268 If the difference in cash flows is less than 10 percent, then the new
debt instrument is not considered substantially different from the old debt instrument unless an embedded conversion option is part of the new or old debt
instrument (or both) and certain conditions are met. When the new debt instrument is not considered substantially different from the old debt instrument,
the new debt instrument is accounted for as a modification using the newly
effective interest rate, and no gain or loss is recognized. Any unamortized fees
remain on the books, fees paid to third parties are expensed and fees paid to
the lender become part of the premium or discount.
.269 FASB ASC 470-50 provides detailed guidance on how the 10-percent
cash flow test should be applied. FASB ASC 470-50-40-12(c) provides guidance
to be followed if the new debt instrument or the old debt instrument (or both) is
callable or puttable. A common form of call option included in debt instruments
is a prepayment option, which can be explicitly stated in the debt instrument
agreement or implied when the debt instrument agreement does not prohibit
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prepayment. Such an option allows the borrower to prepay (that is, call) the
debt before it otherwise matures, often subject to a penalty.
.270 When a prepayment option exists in the old debt instrument or new
debt instrument (or both), the borrower must calculate the present value of the
old debt instrument's remaining cash flows or the present value of the new debt
instrument's cash flows (or both) in two ways: (a) by assuming the prepayment
option is not exercised, and (b) by assuming the prepayment option is exercised.
Any prepayment penalties are considered part of the cash flows when assuming
the prepayment option is exercised. The cash flows must be calculated under
both assumptions regardless of the probability of prepayment and even if the
borrower does not have the financial ability to prepay. The assumption that
results in the smaller change in cash flows is used for purposes of the 10-percent
cash flow test.

Joint Costs
.271 NFPs are under constant pressure to devote an increasing portion
of their expenditures to accomplish their mission programs. While this goal
sounds appealing, the NFP must also perform management activities to operate
the NFP effectively and maintain sustainable fundraising efforts to support the
organization.
.272 NFP ratings agencies use the percentage of expenses devoted to
programming as a key component in the formulas they use to monitor, rate, and
compare NFPs. Donors and the press also track these percentages carefully.
.273 NFPs often hold events, publish newsletters, or produce videos that
serve both the NFPs mission programs and provide fundraising opportunities.
The costs related to these joint activities are allocated in part to fundraising
and in part to program. That allocation can appear to be somewhat subjective
in nature and has come under increased scrutiny.
.274 Recent media reports have questioned the efficacy and subjective
nature of NFPs' reporting of joint costs. Indeed, the risk of improper allocation
makes accounting for costs of activities that include joint costs a complex area
for NFPs and their auditors.
.275 In 1998, the AICPA adopted Statement of Position 98-2, Accounting for Costs of Activities of Not-for-Profit Organizations and State and Local
Governmental Entities That Include Fund Raising (AICPA, Professional Standards, ACC sec. 10), which is now part of FASB ASC 958-720. With an increased
focus on the cost of fundraising being used as an industry benchmark, it is incumbent on management and auditors of NFPs to understand and consistently
apply these rules to effectively provide reporting of these costs.
.276 As pressures increase for NFPs to be efficient and effective in delivering on their missions, combining like activities can be a successful method
of addressing common audiences. When properly applied, the criteria set forth
in the accounting standards support the identification of joint costs that meet
the requirement for allocation when a fundraising appeal exists. The guidance describes acceptable allocation methods in order to provide a consistent
framework for allocating these costs and also details disclosure requirements
intended to promote transparency in this area.
.277 To identify valid activities that would require the allocation of
joint costs, three criteria related to purpose, audience, and content must be
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evaluated. Processes for evaluation of these criteria are described in the Accounting for Joint Activities flowchart in FASB ASC 958-720-55-2.
.278 The purpose criterion is met if the purpose of the fundraising activity
includes accomplishing program or management and general functions and
these functions meet the definitions set forth in paragraphs 33–37 of FASB
ASC 958-720-45. Program functions should call for a specific action by the
audience to help accomplish the NFP's mission. Such calls for action should
benefit either the recipient individually or society as a whole.
.279 For the audience criterion, there is a rebuttable presumption that
the activity should be considered entirely fundraising (that is, the audience
criterion is not met) if the audience includes prior donors or is otherwise selected for the likelihood to contribute to the NFP. For example, a mailing with
a fundraising appeal to a list of prior donors would fail the audience criterion
and be considered fundraising costs. FASB ASC 958-720-55 provides additional
guidance for the audience criterion.
.280 The content criterion is met if the joint activity supports program or
management and general functions.
.281 As described, program activities have calls for action that should either benefit the recipient or benefit society. A call for an individual to improve
their health by quitting smoking is an example of a call to action that helps
accomplish an NFP's mission that includes improving an individual's physical
health. Material that simply educates an audience about a cause and fails to
call for a specific action is considered support of fundraising. Specific situations related to educational institutions are included in the guidance; refer to
paragraphs 22–24 of FASB ASC 958-720-55 for more details.
.282 Some fundraising activities conducted in conjunction with program
or management and general activities are incidental to such activities. The
guidance allows for, but does not require, allocation of joint costs in these
situations. However, in circumstances in which the program or management
and general activities are incidental to the fundraising activities, it is unlikely
that the criteria to permit allocation of joint costs would be met.
.283 To properly allocate joint costs, the allocation methodology used
should be rational and systematic, result in an allocation of joint costs that is
reasonable, and be applied consistently given similar facts and circumstances.
Some examples of allocation approaches include the physical units, relative
direct cost, and stand-alone joint-cost-allocation methods. Under the physical
units method, costs are proportionally allocated to the number of units of output, such as lines or square inches. The relative direct cost method uses the
relative direct costs of each component to allocate indirect costs. The standalone method determines proportions based on what each component of the
activity would cost if conducted independently. Care should be taken with each
of these methodologies so that they do not provide an unreasonable allocation
given the circumstances.

Consolidation of a For-Profit Entity
.284 The AICPA technical hotline has received several calls related to
private companies that are subsidiaries of NFPs and the election by those
private companies of the Private Company Council (PCC) accounting alternative for amortization of goodwill under ASU No. 2014-02, Intangibles—
Goodwill and Other (Topic 350): Accounting for Goodwill (a Consensus of the
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Private Company Council). To assist members in addressing this issue, in January 2015, the AICPA issued Technical Questions and Answers (Q&A) section
6140.26, Not-for-Profit Entity With For-Profit Subsidiary and Adoption of FASB
ASU No. 2014-02 on Goodwill (AICPA, Technical Questions and Answers), as
follows:
.285 Inquiry—A not-for-profit entity has a for-profit subsidiary that it consolidates under GAAP. This for-profit subsidiary is considered a private company and would elect to amortize goodwill as permitted by FASB Accounting
Standards Update (ASU) No. 2014-02, Intangibles—Goodwill and Other (Topic
350): Accounting for Goodwill (a Consensus of the Private Company Council). Is
this accounting alternative permitted in the consolidated financial statements
since the accounting alternative in ASU No. 2014-02 is not permitted to be
used by not-for-profit entities?
.286 Reply—No. A private company is defined in the FASB ASC glossary as "an entity other than a public business entity, a not-for-profit entity,
or an employee benefit plan within the scope of Topics 960 through 965 on
plan accounting." When FASB utilizes the broad term entity in this context,
it implies the reporting entity (for example, consolidated entity), rather than
the legal entity. In this case, because the reporting entity is the consolidated
not-for-profit entity, which is not permitted to adopt the accounting alternative
in ASU No. 2014-02, the for-profit subsidiary that is part of that consolidated
reporting entity is not permitted to use the amortization accounting alternative in the consolidated financial statements. The for-profit subsidiary could
adopt the accounting alternative in ASU No. 2014-02 in its standalone financial statements.
.287 Other recently issued Q&A sections are listed in the "Recent Pronouncements" section of this alert.

Recent Pronouncements
.288 AICPA auditing and attestation standards are applicable only to
audits and attestation engagements of non-issuers. The PCAOB establishes
auditing and attestation standards for audits of issuers. For information on
pronouncements issued subsequent to the writing of this alert, please refer to
the AICPA website at www.aicpa.org, the FASB website at www.fasb.org, and
the PCAOB website at www.pcaob.org. You also may look for announcements
of newly issued accounting standards in the CPA Letter Daily and the Journal
of Accountancy.

Recent Auditing and Attestation Pronouncements
and Related Guidance
.289 The following table presents a list of recently issued auditing and
attestation pronouncements and related guidance.
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Recent Auditing and Attestation Pronouncements
and Related Guidance
Statement on Auditing
Standards (SAS) No. 129,
Amendment to Statement on
Auditing Standards No. 122
Section 920, Letters for
Underwriters and Certain
Other Requesting Parties, as
Amended (AICPA, Professional
Standards)
Issue Date: July 2014

This SAS amends AU-C section 920.
AU-C section 920 addresses the auditor's
responsibilities when engaged to issue
letters (commonly referred to as comfort
letters) to requesting parties in connection
with a non-issuer entity's financial
statements included in a registration
statement or other securities offerings.
This SAS is effective for audits of
financial statements for periods ending on
or after December 15, 2014.

Recent ASUs
.290 The following table presents, by codification area, a list of recently
issued ASUs, through the issuance of ASU No. 2015-01. However, this table does not include ASUs that are SEC updates (such as ASU No. 2012-03,
Technical Amendments and Corrections to SEC Sections: Amendments to SEC
Paragraphs Pursuant to SEC Staff Accounting Bulletin No. 114, Technical
Amendments Pursuant to SEC Release No. 33-9250, and Corrections Related to
FASB Accounting Standards Update 2010-22 [SEC Update]) or ASUs that are
technical corrections to various topics. FASB ASC does include SEC content to
improve its usefulness for public companies, but the content labeled as SEC
staff guidance does not constitute rules or interpretations of the SEC nor does
such guidance bear official SEC approval.
Recent Accounting Standards Updates
Master Glossary of FASB Accounting Standards Codification (ASC)
Accounting Standards
Update (ASU) No.
2014-06
(March 2014)

Technical Corrections and Improvements Related to
Glossary Terms

Presentation Area of FASB ASC
ASU No. 2015-01
(January 2015)

Income Statement—Extraordinary and Unusual
Items (Subtopic 225-20): Simplifying Income
Statement Presentation by Eliminating the Concept
of Extraordinary Items

ASU No. 2014-15
(August 2014)

Presentation of Financial Statements—Going
Concern (Subtopic 205-40): Disclosure of
Uncertainties about an Entity's Ability to Continue
as a Going Concern

ASU No. 2014-08
(April 2014)

Presentation of Financial Statements (Topic 205)
and Property, Plant, and Equipment (Topic 360):
Reporting Discontinued Operations and Disclosures
of Disposals of Components of an Entity
(continued)
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Recent Accounting Standards Updates
Assets Area of FASB ASC
ASU No. 2014-14
(August 2014)

Receivables—Troubled Debt Restructurings by
Creditors (Subtopic 310-40): Classification of
Certain Government-Guaranteed Mortgage Loans
upon Foreclosure (a consensus of the FASB
Emerging Issues Task Force)

Revenue Area of FASB ASC
ASU No. 2014-09
(May 2014)

Revenue from Contracts with Customers (Topic 606)
Section A—Summary and Amendments That
Create Revenue from Contracts with Customers
(Topic 606) and Other Assets and Deferred
Costs—Contracts with Customers (Subtopic 340-40)
Section B—Conforming Amendments to Other
Topics and Subtopics in the Codification and
Status Tables
Section C—Background Information and Basis for
Conclusions

Expenses Area of FASB ASC
ASU No. 2014-12
(June 2014)

Compensation—Stock Compensation (Topic 718):
Accounting for Share-Based Payments When the
Terms of an Award Provide That a Performance
Target Could Be Achieved after the Requisite
Service Period (a consensus of the FASB Emerging
Issues Task Force)

Broad Transactions Area of FASB ASC
ASU No. 2014-18
December 2014)

Business Combinations (Topic 805): Accounting for
Identifiable Intangible Assets in a Business
Combination (a Consensus of the Private Company
Council)

ASU No. 2014-17
(January 2014)

Business Combinations (Topic 805): Pushdown
Accounting (a Consensus of the FASB Emerging
Issues Task Force)

ASU No. 2014-16
(November 2014)

Derivatives and Hedging (Topic 815): Determining
Whether the Host Contract in a Hybrid Financial
Instrument Issued in the Form of a Share Is More
Akin to Debt or to Equity (a Consensus of the FASB
Emerging Issues Task Force)

ASU No. 2014-13
(August 2014)

Consolidation (Topic 810): Measuring the Financial
Assets and the Financial Liabilities of a
Consolidated Collateralized Financing Entity (a
Consensus of the FASB Emerging Issues Task
Force)
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Recent Accounting Standards Updates
ASU No. 2014-11
(June 2014)

Transfers and Servicing (Topic 860):
Repurchase-to-Maturity Transactions, Repurchase
Financings, and Disclosures

ASU No. 2014-07
(March 2014)

Consolidation (Topic 810): Applying Variable
Interest Entities Guidance to Common Control
Leasing Arrangements (a Consensus of the Private
Company Council)

Industry Area of FASB ASC
ASU No. 2014-10
(June 2014)

Development Stage Entities (Topic 915):
Elimination of Certain Financial Reporting
Requirements, Including an Amendment to
Variable Interest Entities Guidance in Topic 810,
Consolidation

Recently Issued Technical Questions and Answers
.291 AICPA non-authoritative accounting and audit and attest technical
questions and answers address a variety of practice issues encountered by practitioners. The following table presents a list of recently issued non-authoritative
audit, attest, and accounting technical questions and answers issued by the
AICPA. Recently issued Q&As can be accessed at www.aicpa.org/InterestAreas/
FRC/Pages/RecentlyIssuedTechnicalQuestionsandAnswers.aspx.
Recently Issued Technical Questions and Answers
Pension Obligations
Technical Questions
and Answers (Q&A)
section 3700.01
(February 2015)

"Effect of New Mortality Tables on
Nongovernmental Employee Benefit Plans (EBPs)
and Nongovernmental Entities That Sponsor
EBPs"

Specialized Industry Problems (Not-for-Profit)
Q&A section 6140.26
(January 2015)

"Not-for-Profit Entity With For-Profit Subsidiary
and Adoption of FASB ASU No. 2014-02 on
Goodwill"

Specialized Industry Problems (Employee Benefit Plans)
Q&A section 6931.18
(September 2014)

"Definition of 'Imminent' Under Liquidation Basis
of Accounting for Single-Employer Defined Benefit
and Defined Contribution Retirement Employee
Benefit Plans"

Q&A section 6931.19
(September 2014)

"Applicability of Using Liquidation Basis of
Accounting for Partial Plan Terminations or Plan
Mergers for Single-Employer DB Plans"
(continued)
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Recently Issued Technical Questions and Answers
Q&A section 6931.20
(September 2014)

"Use of Beginning-of-Year Benefit Information
Date Versus End-of-Year Benefit Information Date
When Using the Liquidation Basis of Accounting
for Single-Employer DB Plans"

Q&A section 6931.21
(September 2014)

"Presentation of the Actuarial Present Value of
Accumulated Plan Benefits of Single-Employer DB
Plans When Using the Liquidation Basis of
Accounting"

Q&A section 6931.22
(September 2014)

"Contribution Receivable From the Plan Sponsor in
a Standard Termination of a Single-Employer DB
Plan"

Q&A section 6931.23
(September 2014)

"Overfunded Single-Employer DB Plan When
Using the Liquidation Basis of Accounting"

Q&A section 6931.24
(September 2014)

"Accrued Costs When Using the Liquidation Basis
of Accounting for a Single-Employer DB Plan"

Q&A section 6931.25
(September 2014)

"Accrued Income When Using the Liquidation
Basis of Accounting for a Single-Employer DB
Plan"

Q&A section 6931.26
(September 2014)

"Comparative Financial Statements When Using
the Liquidation Basis of Accounting of a
Single-Employer DB Plan"

Q&A section 6931.27
(September 2014)

"Presentation of a Stub Period in a
Single-Employer DB Plan When Using the
Liquidation Basis of Accounting"

Q&A section 6931.28
(September 2014)

"Presentation of Fully Benefit-Responsive
Investment Contracts in Single-Employer DC
Plans When Using the Liquidation Basis of
Accounting"

Q&A section 6931.29
(September 2014)

"FASB ASC 820 Fair Value Disclosure When an
Employee Benefit Plan Is Using the Liquidation
Basis of Accounting"

Q&A section 6931.30
(September 2014)

"Single-Employer DB Plan Disclosures When
Using the Liquidation Basis of Accounting"

Audit Field Work
Q&A section 8900.11
(September 2014)

"Management Representations Regarding Prior
Periods Presented That Were Audited by
Predecessor Auditor"

Auditor's Reports
Q&A section 9150.32
(March 2014)

ARA-NPO .291
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Recently Issued Technical Questions and Answers
Q&A section 9150.33
(March 2014)

"Compilation or Review Report in Which
Management Refuses to Include Disclosure Related
to Adoption of a PCC Accounting Alternative"

Q&A section 9150.34
(April 2014)

"Modification to the Accountant's Compilation or
Review Report When a Client Adopts a Private
Company Council Accounting Alternative That
Results in a Change to a Previously Issued Report"

Q&A section 9160.29
(March 2014)

"Modification to the Auditor's Report When a
Client Adopts a PCC Accounting Alternative"

Q&A section 9160.30
(April 2014)

"Modification to the Auditor's Report When a
Client Adopts a PCC Accounting Alternative That
Results in a Change to a Previously Issued Report"

Recent AICPA Independence and Ethics Developments
.292 The Alert Independence and Ethics Developments—2014 (product
no. ARAIET14P) contains a complete update on new independence and ethics
pronouncements. This alert will heighten your awareness of independence and
ethics matters likely to affect your practice. Obtain this alert by calling the
AICPA at 1.888.777.7077 or visiting www.cpa2biz.com.

AICPA Ethics Codification Project—The Revised Code
.293 At its January 2014 meeting, the Professional Ethics Executive Committee (PEEC) adopted its final version of the revised AICPA Code of Professional Conduct (the code). This project, which commenced in November 2008,
was one of the longest in the PEEC's recent history, spanning more than six
years and consuming a significant amount of resources. The result however is
something that AICPA members will find to be extremely useful. PEEC restructured and codified the code so that members and other users of the code can
apply the rules and reach appropriate conclusions more easily and intuitively.
This effort is referred to as the AICPA Ethics Codification Project.
.294 Similar to the recent FASB Codification Project and the ASB's Clarity Project, the goals of the Ethics Codification Project were to reorganize and
reformat the code into a structure that is easier for members and others to use,
and will also allow them to reach correct conclusions more quickly and intuitively. In addition, in order to enhance the user's understanding of the code's
requirements, the PEEC decided to link certain non-authoritative information
issued by the AICPA Professional Ethics Division to the related topic in the
code.
.295 While the intent of the project was not specifically to revise the
code, a substantial amount of the code's content was redrafted using consistent drafting and style conventions in order to clarify the existing guidance
as part of the reformatting process. In some cases, the PEEC concluded that
the existing guidance should be expanded to make it broader or more understandable. Consequently, some changes to prior guidance were identified in the
PEEC exposure draft as substantive changes. These revisions are also specifically noted in the revised code. One of the PEEC's intentional changes was the
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redrafting of all preexisting ethics rulings as ethics interpretations. Such rulings had historically been drafted in a question-and-answer format, which typically covered a very narrow and specific set of facts and usually focused on one
particular issue. In the revised code, all rulings were redrafted as interpretations and are now codified under their appropriate topics. Furthermore, these
new interpretations (or revised rulings) have often been broadened in scope,
and thus, will likely be more informative to members. Additionally, the revised
code distinguishes rules from interpretations. The following are examples:

r
r

Rule 101, Independence (AICPA, Professional Standards, ET
sec. 101.01] is referred to as the "Independence Rule" (ET sec.
1.200.001) in the revised code.
The content from the ethics ruling entitled "Financial Services
Company Client has Custody of a Member's Assets" (ET sec.
191.081–.082) is incorporated into the "Brokerage and Other
Accounts" interpretation (ET sec. 1.255.020) found under the
subtopic "Depository, Brokerage, and Other Accounts" (ET sec.
1.255) of the "Independence" topic (ET sec. 1.200).

.296 The most significant change brought about by the Ethics Codification
Project is the incorporation of two conceptual frameworks, which are discussed
in a separate section.
.297 The reformatted code is organized in a manner that allows users to
quickly find those requirements that apply to them. It now has four sections,
organized by type of user:

r
r
r
r

Preface—Provides general information about the code and its
structure; contains the broad principles of professional conduct
and definitions, and has new guidance on changes to the code and
the related effective dates. This section is applicable to all users.
Part 1, Members in Public Practice—Contains all guidance applicable to members in public practice.
Part 2, Members in Business—Contains all guidance applicable to
members in business.
Part 3, Other Members—Contains all guidance applicable to all
other members, such as individuals who are retired or not currently in the workforce.

.298 Similar to the other recent codifications projects mentioned previously, parts 1, 2, and 3 each use an organizational structure that starts with
topics, which are then typically broken down by subtopic, which are then broken
down by sections, with each subsequent level providing more specific information to the user. After this material, any non-authoritative information that is
applicable to the topic, subtopic, or section is shown in boxed text at the end
of the applicable standard. The reformatted code uses a numerical hierarchy
similar to that of the FASB ASC, which allows a user to easily locate relevant
information. The AICPA's Professional Ethics Division staff has developed a
mapping document that will assist members' understanding of where to find
various matters in the revised code by showing its links to the old code.1 This
mapping document will also be reproduced in the code for a period of time.
1
www.aicpa.org/InterestAreas/ProfessionalEthics/Community/Pages/ethics-codificationimplementation-tools.aspx.
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.299 The effective date of the revised code is December 15, 2014; however,
the effective date of the new conceptual frameworks is one year later, December 15, 2015. Members are permitted to implement both the revised code and
the conceptual frameworks prior to their effective dates; however, the PEEC
decided that members should not implement the relevant conceptual framework prior to implementing the revised code. The revised code will be issued
in its electronic format and will be free of charge to all users. It is located at
pub.aicpa.org/codeofconduct.
.300 As noted previously, one of the major reasons for undertaking the
project was to make the code easier for members to understand and use. Even
though that goal has been accomplished, transitioning to the revised code will
present some challenges to members. Because the layout and format of the
revised code is so different from what members are used to, there will be a
learning curve to overcome for even the most experienced members. Therefore,
members should take steps to become familiar with and test their use of the
code prior to the effective dates. It may be advantageous to attend a seminar
or take a CPE course to enhance your understanding of the code and the
conceptual frameworks. Because members in business have not yet had to apply
the threats and safeguards approach utilized in the conceptual frameworks, it
will be very important for these members to begin to learn how to understand
and use the revised code as soon as possible. Please see the "Resource Central"
section of this publication for more information on transitioning to the revised
code.

Changes to the Conceptual Framework
.301 Since 2006, the Code of Professional Conduct has included a "Conceptual Framework for AICPA Independence Standards" which is used by members when considering independence matters that are not specifically addressed
in the code. Please note that the existing conceptual framework should be used
only for independence-related matters and it does not apply to other parts of the
code. The existing conceptual framework was based on the risk-based approach
that the PEEC and other standard setters typically apply in developing independence standards. The risk-based approach entails evaluating the risk that
the member would not be independent, or that the member would be perceived
as not independent by a reasonable and informed third party with knowledge
of all relevant information. It requires the following three steps:
1. Identify and evaluate potential threats to independence and determine whether those threats are at an acceptable level.
2. Where such threats are not at an acceptable level, the member
must consider and apply appropriate safeguards to eliminate the
threats or reduce them to an acceptable level.
3. If no safeguards are available to eliminate an unacceptable threat
or reduce it to an acceptable level, independence would be considered impaired.
.302 The existing conceptual framework describes and defines seven
threats to independence:
1. Self-review threat. Members reviewing as part of an attest engagement evidence that results from their own or their firm's nonattest work, such as preparing source documents used to generate the
client's financial statements.
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2. Advocacy threat. Actions promoting an attest client's interests
or position, such as promoting the client's securities as part of an
initial public offering or representing a client in U.S. Tax Court.
3. Adverse interest threat. Actions or interests between the member and the client that are in opposition, such as commencing, or
the expressed intention to commence, litigation by either the client
or the member against the other.
4. Familiarity threat. Members having a close or longstanding relationship with an attest client or knowing individuals or entities
(including by reputation) who performed nonattest services for the
client, such as a member who performs insufficient audit procedures when reviewing the results of a nonattest service because
the service was performed by the member's firm, or a member of
the attest engagement team whose close friend is in a key position
at the client.
5. Undue influence threat. Attempts by an attest client's management or other interested parties to coerce the member or exercise
excessive influence over the member, such as a client's threat to replace the member or the member's firm over a disagreement with
client management on the application of an accounting principle,
or pressure from the client to reduce necessary audit procedures
for the purpose of reducing audit fees.
6. Financial self-interest threat. Potential benefit to a member
from a financial interest in (or from some other financial relationship with) an attest client, such as excessive reliance on revenue
from a single attest client, or having a material joint venture or
other material joint business arrangement with the client.
7. Management participation threat. Taking on the role of client
management or otherwise performing management functions on
behalf of an attest client, such as establishing and maintaining internal controls for the client, or hiring, supervising, or terminating
the client's employees.
.303 The existing conceptual framework defines safeguards as "controls
that eliminate or reduce threats to independence," and it includes a discussion on the effectiveness of safeguards, as well as an expansive (but not allinclusive) listing of safeguards that the member may consider applying in the
circumstances.
.304 In connection with the Ethics Codification Project discussed earlier, the PEEC decided that it would be appropriate for the code to contain
two conceptual frameworks—one conceptual framework for members in public practice, and another conceptual framework for members in business. As a
result, a new conceptual framework was developed by the PEEC for members
in business, and the existing conceptual framework (which previously covered
only independence-related matters) was modified and expanded to address additional matters beyond independence for members in public practice. Both
conceptual frameworks are to be used only when the revised code does not
contain a specific rule or requirement; however, failure of a member to apply
the conceptual framework in those circumstances will be considered a failure
of the member to comply with the code.
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.305 In developing the new "Conceptual Framework for Members in Business," and also in modifying the existing "Conceptual Framework for Members
in Public Practice," the PEEC used an existing non-authoritative document, the
Guide for Complying With Rules 102–505 (the guide), and the existing "Conceptual Framework for AICPA Independence Standards" as starting points.
.306 The guide outlines a threats and safeguard approach that members
can use when evaluating relationships or circumstances that could cause a
member to violate the following rules:

r
r
r
r
r
r
r
r
r
r

Integrity and Objectivity (Rule 102)
General Standards (Rule 201)
Compliance With Standards (Rule 202)
Accounting Principles (Rule 203)
Confidential Client Information (Rule 301)
Contingent Fees (Rule 302)
Acts Discreditable (Rule 501)
Advertising and Other Forms of Solicitation (Rule 502)
Commissions and Referral Fees (Rule 503)
Form of Organization and Name (Rule 505)

.307 The new "Conceptual Framework for Members in Business" contains
six threats as opposed to the seven threats outlined in "Conceptual Framework
for Members in Public Practice" because the PEEC determined that the management participation threat would not be relevant to members in business for
obvious reasons. The new frameworks describe and define those six threats to
compliance with the ethics rules as follows:
1. Adverse interest threat. The threat that a member will not act
with objectivity because the member's interests are opposed to the
interests of the employing organization.
2. Advocacy threat. The threat that a member will promote an employing organization's interests or position to the point that his or
her objectivity is compromised.
3. Familiarity threat. The threat that, due to a long or close relationship with a person or an employing organization, a member will
become too sympathetic to the person's or organization's interests
or too accepting of the person's work or employing organization's
product or service.
4. Self-interest threat. The threat that a member could benefit, financially or otherwise, from an interest in, or relationship with, the
employing organization or persons associated with the employing
organization.
5. Self-review threat. The threat that a member will not evaluate
the results of a previous judgment made or service performed or
supervised by the member or an individual in the employing organization, and that the member will rely on that service in forming
a judgment as part of another service.
6. Undue influence threat. The threat that a member will subordinate judgment to that of an individual associated with the employing organization or any relevant third party due to that individual's
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position, reputation or expertise, aggressive or dominant personality, or attempts to coerce or exercise excessive influence over the
member.
.308 Once again, a risk-based approach entails evaluating the risk that
the member would not be in compliance with the rules, or would be perceived
by a reasonable and informed third party having knowledge of all relevant
information as not being in compliance with the rules. The process of applying
the new "Conceptual Framework for Members in Business" is the same that is
described previously in the three-step process used for independence matters.
The member should work through the following steps:
1. Identify and evaluate potential threats to compliance with respect
to the relevant rule (Integrity and Objectivity, for example) which
result from a specific relationship or circumstance and determine
whether those threats are at an acceptable level.
2. Where such threats are not at an acceptable level, the member
must consider and apply appropriate safeguards to eliminate the
threats or reduce them to an acceptable level.
3. If no safeguards are available to eliminate an unacceptable threat
or reduce it to an acceptable level, the rule will be violated, and the
member should
a. decline or discontinue the professional services,
b. resign from the engagement, or
c. resign from the employing organization, in the case of a
member in business.
.309 The PEEC has recognized that using the conceptual frameworks
may be unfamiliar to many members, especially those in business who may
never have had to use the threats and safeguards approach before. As a result,
members were given an additional year before they will be required to implement the new conceptual frameworks. Furthermore, the AICPA is developing
a Conceptual Frameworks Toolkit that will assist members in understanding
and applying the conceptual framework concepts to their specific situations.
The toolkit is expected to contain checklists, flowcharts, case summaries, and
frequently asked questions. It will include examples and materials relevant
to members both in public practice and in business. The toolkit is expected to
be available in 2015. Check the Ethics Codification Project page for updates
at www.aicpa.org/InterestAreas/ProfessionalEthics/Community/Pages/aicpaethics-codification-project.aspx.

On the Horizon
.310 Auditors should keep abreast of auditing and accounting developments and upcoming guidance that may affect their engagements. The following sections present brief information about some ongoing projects that have
particular significance to NFPs or that may result in significant changes. Remember that exposure drafts are non-authoritative and cannot be used as a
basis for changing existing standards.
.311 Information on, and copies of, outstanding exposure drafts may be obtained from the various standard-setters' websites. These websites contain indepth information about proposed standards and other projects in the pipeline.
Many more accounting and auditing projects exist in addition to those discussed
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here. Readers should refer to documents provided by the various standardsetting bodies for further information.

Auditing and Attestation Pipeline—Nonissuers
Attestation Standards Clarity Project
.312 The ASB is currently clarifying SSAEs, also commonly known as the
attestation standards. The attestation standards establish requirements for
performing and reporting on examination, review, and agreed-upon procedures
engagements that address subject matter other than financial statements. For
example, the effectiveness of an entity's controls over the security of a system,
the fairness of the presentation of a statement of greenhouse gas emissions,
and the privacy of personal information.

Exposure Draft on General Attestation Standards
.313 The extant attestation standards include four general standards that
provide a framework for developing an attestation engagement. Those standards are AT section 20, Defining Professional Requirements in Statements
on Standards for Attestation Engagements; AT section 50, SSAE Hierarchy;
AT section 101, Attest Engagements (which addresses examination and review engagements); and AT section 201, Agreed-Upon Procedures Engagements
(AICPA, Professional Standards).
.314 On July 24, 2013, the ASB issued an exposure draft (ED) of a proposed SSAE Attestation Standards: Clarification and Recodification that would
restructure the attestation standards. The ED proposes an initial section that
would contain concepts common to all attestation engagements, and three separate sections for examinations, reviews, and agreed-upon procedures. These
four sections would supersede AT sections 20, 50, 101 and 201.

Exposure Draft on Subject-Matter Specific Attestation Standards
.315 On January 28, 2014, the ASB issued an ED of a proposed SSAE
entitled Subject-Matter Specific Attestation Standards: Clarification and Recodification that clarifies AT section 301, Financial Forecasts and Projections;
AT section 401, Reporting on Pro Forma Financial Information; and AT section
601, Compliance Attestation (AICPA, Professional Standards).
.316 The January 2014 ED did not include the following three subjectmatter specific attestation standards:

r
r

r

AT section 801, Reporting on Controls at a Service Organization
(AICPA, Professional Standards). Clarified AT section 801 is being addressed separately.
AT section 501, An Examination of an Entity's Internal Control
Over Financial Reporting That is Integrated With An Audit of
Its Financial Statements (AICPA, Professional Standards). AT
section 501 will be clarified and reissued as a SAS because it
addresses an examination of internal control that is integrated
with an audit of financial statements.
AT section 701, Management's Discussion and Analysis (AICPA,
Professional Standards). AT section 701 will not be clarified
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because practitioners report that they rarely perform these engagements; it will be retained in the attestation standards in its
current form.
.317 A final SSAE will contain all the clarified standards and is expected
to be issued in the second half of 2015.

Accounting Pipeline
.318 FASB has a variety of research and standard-setting projects currently underway. The description and status of each project is available at
www.fasb.org. Some of these projects that are of special interest to NFPs are
discussed in the following paragraphs.

NFP Financial Reporting: Financial Statements
.319 The objective of this project is to reexamine existing standards
for financial statement presentation by NFPs, focusing on improving the
following:

r
r

Net asset classification requirements
Information provided in financial statements and notes about liquidity, financial performance, and cash flows

.320 Some of the key, tentative decisions reached by the FASB board on
this project are listed subsequently.

Statement of Functional Expenses
.321 The FASB board tentatively decided to improve the reporting of
expenses for all NFPs by doing the following:

r

r

r
r

Requiring all NFPs to report expenses by both their nature and
function but allowing flexibility to present expenses either by function or nature (or by both) on the face of the statement of activities
or within the notes. Accordingly, voluntary health and welfare organizations would be permitted but no longer required to present
a separate statement of functional expenses.
Requiring all NFPs to provide an analysis of expenses by function
and by nature in one location, but that location and format is
flexible and likely would be included within the notes. Investment
expenses that are netted against investment return need not be
included and other non-operating expenses (for example, interest
and other financing expenses) need not be functionalized.
Requiring all NFPs to include a description of the method used to
allocate costs among program and support functions.
Refining the definition of management and general activities and
including additional illustrative guidance to better depict which
types of costs should be allocated among program or support functions (or both).

.322 For voluntary health and welfare organizations that are currently
required to present expenses by function and by nature in a matrix format in
the statement of functional expenses, the decisions reached would allow them
the same presentation and disclosure flexibility as other NFPs in how they
communicate information about expenses.
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Investment Expenses
.323 The FASB board tentatively decided to improve the reporting of
investment returns and expenses for all NFPs by

r
r
r

requiring a net presentation of investment expenses against investment return on the face of the statement of activities,
requiring external and direct internal investment expenses to be
netted against the investment return, and
removing the related disclosure requirement to disclose external investment expenses that were netted against investment
returns. Internal salaries and benefits expenses netted against
investment returns would be required to be disclosed.

Operating Measure
.324 The FASB board tentatively decided to require NFPs to present an
intermediate operating measure as defined on the basis of two key dimensions:

r
r

A mission dimension based on whether resources are from or directed at carrying out an NFP's purpose for existence.
An availability dimension based on whether resources are available for current period activities and reflecting both external limitations and internal actions of an NFP's governing board.

.325 The board has also discussed a variety of implementation issues
related to this change and has developed guidance to assist practitioners in
their application of the proposed standard.

Expiration of Restrictions
.326 The board tentatively decided that an NFP will be required to use
the placed-in-service approach for the treatment of expiration of restrictions
related to long-lived assets, thus eliminating the option to release the donorimposed restriction over an asset's estimated useful life.

Presentation of Net Asset Classes
.327 The key tentative decisions reached by the FASB board with regard
to net asset classes and presentation of restrictions are as follows:

r

r

Replace the three existing net asset classes (permanently restricted, temporarily restricted, and unrestricted) with two net
asset classes (net assets with donor restrictions and net assets
without donor restrictions). Replace the requirements in paragraph 1 of FASB ASC 958-210-45 and paragraph 1 of FASB ASC
958-225-45 to present totals for each of three classes of net assets on the face of a statement of financial position and changes
in each of those classes on the face of a statement of activities,
with similar requirements for each of the two new classes of net
assets. The board also decided to make conforming changes to the
terminology and definitions of the net asset classes.
Retain the current requirement to provide information about the
nature and amounts of different types of donor-imposed restrictions but modify the requirement to (a) remove the hard-line distinction between temporary restrictions and permanent restrictions, and (b) focus instead on describing differences in the nature
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r

with a focus on both how and when the resources (net assets) can
be used.
Require disclosure of information about the amount and purposes
of board designations of net assets without donor-imposed restrictions.

Underwater Endowments
.328 The board tentatively decided to require that the so-called underwater amounts be reported within the proposed "with donor restrictions class" of
net assets (rather than unrestricted class of net assets as currently required).
.329 An NFP also would be required to disclose the following information:

r
r
r

The board's policy or decision on whether to reduce or not spend
from underwater endowment funds.
Original gift amount (or level required to be maintained in perpetuity by donor stipulations or law) of underwater endowment
funds in the aggregate.
Fair value of underwater endowment funds in the aggregate

Cash Flows
.330 The board tentatively decided to improve the statement of cash flows
by requiring the direct method of reporting cash flows provided [used] by operating activities and removing the requirement to reconcile the change in
net assets to net cash flows from operating activities (often referred to as the
indirect method).
.331 The board also discussed revising the cash flow categories to better
align them with the tentative decision for a required intermediate measure
of operations. The board agreed such revisions are desirable and decided that
they would include the following:

r
r
r
r

Cash gifts with donor-imposed restrictions to be used to purchase,
construct, or otherwise acquire long-lived assets for operating
purposes would be classified as inflows from operating activities
rather than as inflows from financing activities.
Cash payments to purchase, construct, or otherwise acquire longlived assets for operating purposes would be classified as outflows
from operating activities rather than as outflows from investing
activities.
Cash dividends and interest income would be classified as inflows
from investing activities rather than as inflows from operating
activities.
Cash payments of interest expense would be classified as outflows
from financing activities rather than as outflows from operating
activities.

Liquidity
.332 The FASB board tentatively approved a requirement for NFPs to
provide quantitative and qualitative information useful in assessing liquidity,
including a description of the time horizon it uses to manage its liquidity.
Quantitative information would include
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the total amount of financial assets;
the amounts that, due to various limitations, are not available to
meet cash needs within the NFP's time horizon; and
the total amount of financial liabilities that is due within that
time horizon.

.333 Qualitative information includes information about how an entity
manages its liquidity.
.334 An exposure document is expected to be issued in the second quarter
of 2015.

Alternative Investments
.335 In October 2014, FASB issued a proposed ASU, Fair Value Measurement (Topic 820): Disclosure for Investments in Certain Entities That Calculate Net Asset Value per Share (or Its Equivalent). The proposed guidance is
intended to address diversity in practice related to how certain investments
measured at net asset value with redemption dates in the future are categorized within the fair value hierarchy. Existing guidance permits a reporting
entity the practical expedient of using the investment's net asset value to estimate the fair value of certain investments that calculate net asset value
per share. The proposed standard would remove the requirement to categorize
within the fair value hierarchy investments for which fair values are measured
at net asset value using this practical expedient. Comments on the exposure
draft were due January 15, 2015.
.336 This proposed ASU includes categorizing and disclosing alternative
investments that are reported at fair value using the NAV practical expedient
will be simplified. However, preparers of financial statements may want to
include a column for such investments so that total investments in the fair
value footnote will articulate to the amounts shown in the investment footnote
and statement of financial position.

Accounting for Fees in a Cloud Computing Arrangement
.337 On August 20, 2014, FASB issued a proposed ASU, Intangibles—
Goodwill and Other—Internal-Use Software (Subtopic 350-40): Customer's Accounting for Fees Paid in a Cloud Computing Arrangement. Examples of cloud
computing arrangements include software as a service, platform as a service,
infrastructure as a service, and other similar hosting arrangements.
.338 The guidance in this proposed ASU provides a basis for evaluating whether a cloud computing arrangement includes a software license. If a
cloud computing arrangement includes a license to internal-use software, then
the software license would be accounted for by the customer in accordance
with FASB ASC 350-40. A license to software other than internal-use software would be accounted for under other applicable GAAP. (For example, software to be used in research and development would be accounted for in accordance with FASB ASC 730-10.) If a cloud computing arrangement does not
include a software license, then the arrangement would be accounted for as
a service contract. Some arrangements may include one or more licenses to
software as well as a promise to provide services—in which case the customer
should allocate the contract consideration between the license(s) and the service element(s).
.339 Existing guidance for capitalizing software development costs under
FASB ASC 350-40 is illustrated by the following exhibit.
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Software Development Decision Tree – ASC 350-40
1.

Has management committed to funding the
project?

No

Expense

Yes

Expense

Yes
2.

Are costs incurred related to the conceptual
formulation and evaluation of software
alternatives, determination of the existence of
needed technology and final selection of
alternatives?

No – You have now moved on from the “Preliminary Project Stage” to “Application Development Stage”
3.

Are total project costs (internal and external)
that would be capitalized projected to
exceed the Organization’s capitalization
threshold?

No

Expense

No

Expense

Yes
4.

Will the project’s useful life exceed one year?
Yes

5.

External Costs

Internal Costs (IT)

Costs of consultants,
professional services, etc

Costs include salaries, fringe,
and travel directly associated
with project

To Expense

6.

• Training costs
• Data transfer costs – other than for
developing or obtaining software that
allows for the access to or conversion of
old data
• General, administrative and overhead
costs
• Should the project be abandoned – all
development should be expensed
• Should a portion (such as a module) of
the project not be realizable, should be
evaluated for impairment

To Capitalize
• Coding
• Design of chosen path, including
software configuration and software
interfaces
• Installation of hardware
• Testing, including parallel processing
phase
• Developing or obtaining software that
allows for access to or conversion of old
data by the new system

Post – Implementation (Operation) Stage

7.

• After the “go live” date, the product should be amortized on a straight line basis over
its estimated useful life
• Maintenance and training should be expensed
• Relatively minor upgrades and enhancements are to be expensed as incurred, major
upgrades use above guidance
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Financial Instruments
.340 The purpose of this project is to significantly improve the decision
usefulness of financial instrument reporting for users of financial statements.
The project will replace FASB's and the IASB's respective financial instruments
standards with a common standard. The boards believe that simplification of
the accounting requirements for financial instruments should be an outcome
of this improvement. The project comprises three subparts. The status of those
is as follows:

r

r
r

Financial instruments classification and measurement.
The objective is to improve financial reporting by providing a comprehensive measurement framework for classifying and measuring financial instruments. An initial exposure draft was issued in
2010. A proposed ASU was issued for re-exposure on February
14, 2013, with a comment deadline of May 15, 2013. The proposed
standard is currently being re-deliberated by the FASB board.
Financial instruments hedging exposure draft issued in
2008. In 2011, FASB issued an Invitation to Comment with regard
to the project. At this point, the board is deliberating the topic.
Financial instruments impairment. This discusses financial
assets that are not accounted for at fair value through net income
and are exposed to potential credit risk. Loans, debt securities,
trade receivables, lease receivables, loan commitments, reinsurance receivables, and any other receivables that represent the
contractual right to receive cash would generally be affected by
the proposed amendments. The comment deadline was April 30,
2013. The proposed standard is currently being re-deliberated by
the FASB board.

Leases
.341 The purpose of this project is to develop a new approach to lease
accounting that would ensure that assets and liabilities arising under leases
are recognized in the statement of financial position. The proposed standard is
currently being re-deliberated by the FASB board.

Accounting for Goodwill for Public Business Entities and Not-for-Profits
.342 The objective of this project is to reduce the cost and complexity of
the subsequent accounting for goodwill for public business entities and NFPs.
On November 25, 2013, the board added accounting for goodwill for public
business entities and NFPs to the agenda. No documents have been issued to
date.

Disclosure Framework
.343 The objective of this project is to improve the effectiveness of disclosures in notes to financial statements by clearly communicating the information that is most important to users of each entity's financial statements. The
proposed standard is currently being re-deliberated by the FASB board.
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Resource Central
.344 The following are various resources that practitioners engaged in the
not-for-profit industry may find beneficial.

AICPA Not-for-Profit Initiatives
.345 The mission of each NFP may be unique, but NFPs share many
common concerns around financial reporting, tax, audit, and governance. To
meet the increasing needs in this fast-growing sector, the AICPA will launch
the following two new initiatives in 2015 that will provide news, education,
training, and resources to CPAs and non-CPA professionals serving not-forprofits:

r
r

Not-for-Profit Section
Not-for-Profit Certificate Program

.346 Additionally, in establishing the Not-for-Profit Section, the AICPA's
governing council voted to broaden membership for its industry-specific sections.

Not-for-Profit Section
.347 To provide a centralized resource center and assist members and
other financial professionals in improving the audit, financial accounting, tax,
and governance of not-for-profits, the AICPA will launch a Not-for-Profit Membership Section in Spring 2015. In addition to the resources available to AICPA
members, the AICPA's NFP Section will offer section members a number of exclusive benefits, including the following:

r
r
r
r

Timely news articles and alerts
Tools and resources such as sample financial statements, disclosures, and governance policies
Online and in-person networking opportunities through social media and conferences
Webcasts that address key practice areas and hot topics.

The NFP Section is expected to be available in May 2015.

Not-for-Profit Entities Certificate Program
.348 In Spring 2015, the AICPA will launch a certificate for not-for-profit
professionals, including CPAs serving within or supporting NFP clients. Additionally, to support the public interest and best practices with the NFP community, the AICPA Not-for-Profit Certificate program will be offered to non-AICPA
members, such as staff working within an NFP, non-CPA finance professionals
who serve NFPs, and members of NFP boards of directors.
.349 Delivered online in three sections, the AICPA Not-for-Profit Certificate program will train and assess professionals' competencies in NFP accounting, exempt organization tax and compliance, and NFP governance, risk, and
audit.
.350 The first and second sections of the AICPA Not-for-Profit Certificate
program will launch in March 2015, and the third section will launch in July
2015.
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Broadening Section Membership
.351 In October, when the AICPA's governing council unanimously approved the resolution to establish the Not-for-Profit Section, it also approved a
resolution that broadens AICPA section membership.
.352 Professionals who have management or governance responsibilities
with respect to an organization that meets the definition of an industry-specific
membership section of the AICPA, such as not-for-profit entities, may join that
section as non-CPA associate members.
.353 Council also voted to allow CPA exam candidate and student affiliate members to join AICPA member sections to expose younger members to
specialty areas earlier in their careers.

Publications
.354 Practitioners may find the following publications useful. Choose the
better format for you—online or print.

r
r
r
r
r
r
r
r
r
r
r

Audit and Accounting Guide Not-for-Profit Entities (2015) (product no. AAGNFP15P [paperback], ARANFP15E [eBook], WNP-XX
[online with the associated Audit Risk Alert], or DNP-XX [CDROM])
Audit Guide Government Auditing Standards and Single Audits (2015) (product no. AAGGAS15P [paperback], AAGGAS15E
[eBook], or WRF-XX [online with the associated Audit Risk Alert])
Audit and Accounting Guide Health Care Entities (2014) (product
no. AAGHCO14P [paperback], AAGHCO14E [eBook], or WHC-XX
[online with the associated Audit Risk Alert])
Audit and Accounting Guide Employee Benefit Plans (2015) (product no. AAGEBP15P [paperback], AAGEBP15E [eBook], or WEBXX [online])
Audit Guide Analytical Procedures (2012) (product no. AAGANP12P [paperback], AAGANP12E [eBook], or WAN-XX [online])
Audit Guide Assessing and Responding to Audit Risk in a Financial Statement Audit (2014) (product no. AAGARR14P [paperback], AAGARR14E [eBook], or WRA-XX [online])
Guide Compilation and Review Engagements (2014) (product no.
AAGCRV14P [paperback], or AAGCRV14E [eBook], or WRC-XX
[online])
Audit Guide Audit Sampling (2014) (product no. AAGSAM14P
[paperback], AAGSAM14E [eBook], or WAS-XX [online])
Alert Developments in Review, Compilation, and Financial
Statement Preparation Engagements—2014/15 (product no.
ARACRV14P [paperback] or ARACRV14E [eBook])
Audit Risk Alert General Accounting and Auditing
Developments—2014/15 (product no. ARAGEN14P [paperback], ARAGEN14E [eBook], or WGE-XX [online])
Alert Independence and Ethics Developments—2014/15 (product
no. ARAIET14P [paperback], ARAIET14E [eBook], or WIA-XX
[online])
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Audit Risk Alert Employee Benefit Plans Industry Developments—
2015 (product no. ARAEBP15P [paperback] or ARAEBP15E
[eBook])
Not-for-Profit Entities: Checklists and Illustrative Financial Statements (2014) (product no. ACKNFP14P [paperback] or WNP-CL
[online])
U.S. GAAP Financial Statements—Best Practices in Presentation
and Disclosure (2014) (product no. ATTATT14P [paperback] or
ABPPDO [online])
Not-for-Profit Entities—Best Practices in Presentation and Disclosure (2013) (product no. ATTNPO13P [paperback] or WNT-XX
[online])
Audit and Accounting Manual (2014) (product no. AAMAAM14P
[paperback] or WAM-XX [online])

Continuing Professional Education
.355 The AICPA offers a number of continuing professional education
(CPE) courses that are valuable to CPAs working in public practice and industry, including the following:

r
r
r

Annual Update for Accountants and Auditors (2014–2015 edition)
(product no. 730790 [text], 153675 [CPE On-Demand], or 180100
[DVD and manual]). Whether you are in industry or public practice, this course keeps you current and informed and shows you
how to apply the most recent standards.
Internal Control Essentials for Financial Managers, Accountants,
and Auditors (2014) (product no. 731906001 [text], or 159822
[CPE On-Demand]). This course will provide you with a solid understanding of systems and control documentation at the significant process level.
Common Frauds and Internal Controls for Revenue, Purchasing,
and Cash Receipts (2014) (product no. 753355 [text], or 163350
[CPE On-Demand]). Explore the common areas for misstatements, both unintentional and fraudulent, that fall within an
entity's revenue and purchasing cycles and learn how to protect
your clients or company against these risks.

.356 Among the many courses, the following are specifically related to the
NFP industry:

r

r
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Not-for-Profit Accounting & Reporting: From Start to Finish (product no. 732988 [text] or 163050 [CPE On-Demand]). This course
trains you to clear the key hurdles in NFP accounting and reporting in an efficient and effective manner. Avoid the potholes of
confusion and finish first by providing a financial picture that end
users can truly understand.
Not-for-Profit Accounting and Auditing Update (2014–2015 edition) (product no. 746130 [text], 152099 [CPE On-Demand], or
182082 [DVD and manual]). Covering all the latest auditing and
accounting developments affecting NFPs, this course will give you
a complete understanding of changes in the NFP environment.
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Frequent Frauds Found in Governments and Not-for-Profits (product no. 733318 [text], or 163070 [CPE On-Demand]). Through an
informative case study approach, this course illustrates common
frauds that make headlines and damage the reputations of governments and NFPs.

Visit www.cpa2biz.com for a complete list of CPE courses.

Online CPE
.357 AICPA CPExpress, offered exclusively through the CPA2Biz website, is the AICPA's flagship online learning product. Divided into 1-credit and
2-credit courses that are available 24 hours a day, 7 days a week, AICPA CPExpress offers hundreds of hours of learning in a wide variety of topics. Subscriptions are available at www.cpa2biz.com/AST/Main/CPA2BIZ Primary/Tax/
Research/PRDOVR∼PC-BYF-XX/PC-BYF-XX.jsp (product no. BYT-XX). Some
topics of special interest to NFPs include the following:

r
r
r
r

Introduction to Not-for-Profit Entities: Accounting, Tax, and Compliance Essentials
Not-for-Profit Auditing: Unique Auditing for a Unique Entity
Fraud in Exempt Organizations: The Governmental and Not-forProfit Environments
Not-for-Profit Accounting: Financial Reporting

To register or learn more, visit www.cpa2biz.com.

Webcasts
.358 Stay plugged in to what is happening and earn CPE credit right
from your desktop. AICPA webcasts are high-quality CPE programs that bring
you the latest topics from the profession's leading experts. Broadcast live, the
programs allow you to interact with the presenters and join in the discussion. If you cannot make the live event, each webcast is archived and available for viewing. For additional details on available webcasts, please visit
www.cpa2biz.com/AST/AICPA CPA2BIZ Browse/Store/Webcasts.jsp.

Member Service Center
.359 To order AICPA products, receive information about AICPA activities, and get help with your membership questions, call the AICPA Service
Center Operations at 1.888.777.7077.

Hotlines
Accounting and Auditing Technical Hotline
.360 Do you have a complex technical question about GAAP, other comprehensive bases of accounting, or other technical matters? If so, use the
AICPA's Accounting and Auditing Technical Hotline. AICPA staff will research
your question and call you back with the answer. The hotline is available
from 9 a.m. to 8 p.m. ET on weekdays. You can reach the Technical Hotline at 1.877.242.7212 or online at www.aicpa.org/Research/TechnicalHotline/
Pages/TechnicalHotline.aspx. Members can submit questions by completing a
Technical Inquiry form found on the same website.
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Ethics Hotline
.361 In addition to the Technical Hotline, the AICPA also offers an Ethics
Hotline. Members of the AICPA's Professional Ethics Team answer inquiries
concerning independence and other behavioral issues related to the application
of the AICPA Code of Professional Conduct. You can reach the Ethics Hotline
at 1.888.777.7077 or by email at ethics@aicpa.org.

AICPA Online Professional Library: Accounting
and Auditing Literature
.362 The AICPA has created your core accounting and auditing library online. The AICPA Online Professional Library is now customizable to suit your
preferences or your firm's needs. You can also sign up for access to the entire
library. Get access—anytime, anywhere—to FASB ASC; the AICPA's latest
Professional Standards, AICPA Technical Questions and Answers, Audit and
Accounting Guides, Audit Risk Alerts, U.S. GAAP Financial Statements—Best
Practices in Presentation and Disclosure; and more. One option is the AICPA
Audit and Accounting Guides/Audit Risk Alert Set with FASB Accounting
Standards Codification that contains all guides, alerts, the Audit Risk Assessment Tool, and FASB ASC in the Online Professional Library (product no.
WFA-XX [online]). To subscribe to this essential online service for accounting
professionals, visit www.cpa2biz.com.

Industry Conference
.363 The AICPA offers its annual NFP conference in June in Washington,
DC. The National Not-for-Profit Industry Conference is a comprehensive forum
that deals with the challenges facing NFP practitioners and financial executives today. It's where you'll find out the latest information on the effect of tax,
management, auditing, and accounting issues pertaining to NFPs. You'll also
receive training in operational strategies that are crucial to the well-being of
an NFP. For additional information about the conference, call 1.888.777.7077
or visit www.cpa2biz.com.
.364 In October, the AICPA offers its Government and Not-for-Profit
Training Program in New Orleans, LA. This conference has been designed
to help you with both awareness and comprehension of the latest regulatory
changes. With guidance on compliance, ethics, and governance issues specific to
governmental and not-for-profit entities, you'll be prepared to meet the rigors
of today's standards with newfound clarity. The sessions offered will enable increased interaction and the exchange of ideas among the participants and will
seek to provide clarification on the tough subjects. For additional information
about the conference, call 1.888.777.7077 or visit www.cpa2biz.com.

AICPA Government Audit Quality Center
.365 The Government Audit Quality Center (GAQC) is a voluntary membership center for CPA firms and state audit organizations designed to improve
the quality and value of governmental audits. Governmental audits are performed under Government Auditing Standards and are audits and attestation
engagements of federal, state, or local governments; NFPs; and certain forprofit organizations, such as housing projects and colleges and universities
that participate in governmental programs or receive governmental financial
assistance. The GAQC keeps its members informed about the latest developments and provides them with tools and information to help them better
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manage their audit practice. CPA firms and state audit organizations that
join the GAQC demonstrate their commitment to audit quality by agreeing to
adhere to certain membership requirements.
.366 The GAQC has been in existence since September 2004. Since its
launch, center membership has grown to 1,675 firms from 50 states, the District of Columbia, Puerto Rico, the U.S. Virgin Islands, and 17 state audit
organizations. The CPA firm portion of the GAQC membership accounts for
approximately 90 percent of the total federal expenditures covered in single
audits performed by CPA firms in the Federal Audit Clearinghouse database
(http://harvester.census.gov/sac/) for the year 2008 (the latest year with complete submission data).
.367 The GAQC's focus is to promote the highest quality audits and save
members time by providing a centralized place to find information that they
need when they need it, to maximize quality and to practice success. Center
resources include the following:

r
r
r
r
r

Email alerts with the latest audit and regulatory developments
and their effect on your audits
Exclusive Internet seminars, webcasts, and teleconferences on
compliance auditing and timely topics relevant to governmental and not-for-profit financial statement audits (optional CPE
is available for a small fee, and events are archived online)
Dedicated GAQC website at www.aicpa.org/GAQC with resources,
community, events, products, and a complete listing of GAQC
member firms in each state
Online member discussion forums for sharing best practices and
discussing issues members are facing
Savings on professional liability insurance

For more information about the GAQC, visit www.aicpa.org/GAQC.

AICPA Industry Expert Panel—Not-for-Profit Entities
.368 For information about the activities of the AICPA Not-for-Profit
Entities Industry Expert Panel, visit the panel's webpage at www.aicpa.org/
InterestAreas/FRC/IndustryInsights/Pages/Expert Panel Not for Profit
Entities.aspx.

Industry Websites
.369 The Internet covers a vast amount of information that may be valuable to auditors of NFPs, including current industry trends and developments.
Some of the more relevant sites for auditors with NFP clients include those
shown in the appendix of this alert.
.370 The NFP industry practices of some of the larger CPA firms also may
contain industry-specific auditing and accounting information that is helpful
to auditors.
****
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.371

Appendix—Additional Internet Resources
Here are some useful websites that may provide valuable information to
accountants:
Website Name
AICPA

Content
Summaries of recent
auditing and other
professional standards, as
well as other AICPA
activities

Website
www.aicpa.org
www.cpa2biz.com
www.ifrs.com

AICPA Accounting
and Review
Services
Committee

Summaries of review and
www.aicpa.org/Research/
compilation standards and Standards/
interpretations
CompilationReview/
ARSC/Pages/ARSC.aspx

AICPA Financial
Reporting
Executive
Committee

Summaries of recently
issued guides,
whitepapers, and technical
questions and answers
containing financial,
accounting, and reporting
recommendations, among
other things

www.aicpa.org/
InterestAreas/FRC/
AccountingFinancial
Reporting/Pages/FinREC
.aspx

Better Business
Bureau

Information about
not-for-profit entities
(NFPs)

www.give.org

Board Source

Resources to help
strengthen NFPs' boards
of directors

www.boardsource.org

The Chronicle of
Higher Education

Articles of issues faced by
higher education
institutions and links to
other sites

www.chronicle.com

The Chronicle of
Philanthropy

Articles from the
Chronicle of Philanthropy
newspaper and links to
other sites

www.philanthropy.com

CompassPoint
Nonprofit Services

Workshops, consulting,
publications, and other
information and resources
of interest to managers of
NFPs

www.compasspoint.org

CPAnet

Links to other websites of
interest to CPAs

www.cpanet.com
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Website Name

Content

Website

Economy.com

Source for analyses, data,
forecasts, and information
on the U.S. and world
economies

www.economy.com

The Federal
Reserve Board

Source of key interest
rates

www.federalreserve.gov

Financial
Accounting
Standards Board
(FASB)

Summaries of recent
www.fasb.org
accounting
pronouncements and other
FASB activities

Government
Accountability
Office

Policy and guidance
materials and reports on
federal agency major rules

Governmental
Accounting
Standards Board
(GASB)

Summaries of recent
www.gasb.org
accounting
pronouncements and other
GASB activities

Guidestar

Information, news, and
resources for NFPs and
donors

www.gao.gov

www.guidestar.org

Independent Sector A forum to encourage
giving, volunteering, NFP
initiatives, and citizen
action

www.independentsector
.org

Information for
Tax-Exempt
Organizations (an
IRS site)

A Treasury Department
site providing information
and answers to frequently
asked questions regarding
tax-exempt entities

www.irs.gov/charities/
index.html

International
Accounting
Standards Board

Summaries of
International Financial
Reporting Standards and
International Accounting
Standards

www.iasb.org

International
Auditing and
Assurance
Standards Board

Summaries of
International Standards
on Auditing

www.iaasb.org

International
Federation of
Accountants

Information on
standards-setting
activities in the
international arena

www.ifac.org

(continued)
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Website Name
National
Association of
College and
University
Business Officers

Content
Provides information
geared to colleges and
universities, including
accounting tutorials on
specific situations
encountered in higher
education accounting

Website
www.nacubo.org

National Center for Provides statistics on
Charitable
revenue and expenses of
Statistics
NFPs

www.nccs.urban.org

Nonprofit Risk
Management
Center

Provides information to
help NFPs control their
risks

www.nonprofitrisk.org

The NonProfit
Times Online

Articles from the
NonProfit Times
newspaper and links to
other sites

www.nptimes.com

Office of
Management and
Budget (OMB)

OMB information and
literature, including cost
circulars

www.whitehouse.gov/
omb/agency/default

USA.gov

Portal through which all
government agencies can
be accessed

www.usa.gov
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